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Can We Slow Our Loss of 


Latin America? 


By Fredrick B. Ptke* 


The Back ground 


Once before, roughly from 1925 to 1933, United States-Latin 
American relations were at nearly as menacing a Crisis point as 
today. The main problems in those years arose from political 
questions, and involved disputes over American international 
law, equality of nations, and, above all, absolute noninterven- 
tion. We emerged successfully from the early critical period 
in Hemisphere relations, in part because the security menace 
implied by deteriorating conditions in Europe almost forced us 
to become a Good Neighbor. The corner was turned at the 
1933 Montevideo Conference of American States when we bowed 
to the Latin American position on political issues, and took 
the first faltering steps toward adhering to the principle of 
nonintervention. 


More notable even than the new United States posture was 
the prophetic note struck by the head of the Mexican delegation 
at the Montevideo Conference. J. M. Puig de Cassauranc, al- 
though expressing gratification over the progress that had been 
made in regard to political questions, warned that the basic 
concern for the American Hemisphere had already shifted from 
political to socio-economic considerations. The primary chal- 
lenge was to provide social justice bringing purchasing power 
to the millions of the Hemisphere’s dispossessed. The Inter- 
American organization, advised the Mexican, should regard as 
its raison d’etre the stamping out of social inhumanity. If it 
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failed in this, success in other ventures would be merely super- 
ficial and could not mask the fact of fundamental fiasco.’ 

Very few of the delegates at Montevideo took seriously these 
words of Puig de Cassauranc. Since 1933, however, the social 
problems in Latin America have become increasingly acute, and 
for at least the last decade have urgently demanded ameliorating 
measures. In spite of this, the United States has continued to 
deal with Latin America primarily upon the basis of solutions 
to the political problems which were formulated in the 1930's. 
Our hope apparently has been that a ringing, though often hypo- 
critical, expression of belief in absolute nonintervention is sufh- 
cient basis for a Latin American policy. We even use our 
supposed dedication to nonintervention as justification for a static, 
stagnant, do-nothing policy. 

In one important respect since the end of World War II, we 
have added to our procedures of the 1930's in dealing with Latin 
America. We have attempted to enlist that region in the Cold 
War. The failure of Latin America to respond enthusiastically 
to our overtures has produced resentment in the United States. 
We encounter difficulty in accepting Latin America’s right to 
regard Communism in a somewhat different light than we do. 
For Latin Americans, facing calamitous social and economic con- 
ditions, certain Marxist means seem well calculated to secure 
a degree of economic prosperity that will permit the eventual 
realization of richer spiritual and cultural lives for the ma- 
jority of citizens. Who are we then, wonder the Latin Ameri- 
cans, to tell them that such means are taboo? Are we trying to 
exercise thought control in the entire Hemisphere? And if we 
are, then don’t we have a responsibility to offer an alternative 
program more realistic and effective for advancing Latin America 
than we have thus far managed to contrive—even since the Ken- 
nedy inauguration? 

So then, we have called upon Latin Americans to enter a war 
against Communism that they cannot conceive in United States 


2See Domingo Melfi’s eloquent account of Puig de Cassauranc’s 
observations in La Nacién (Santiago de Chile, daily), December 17, 
1933. 
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terms. At the same time, we have attempted to ignore the social 
and economic problems of the southern republics. Never was 
this more clearly evident than at the 1954 Caracas meeting 
of American States. John Foster Dulles appeared upon the scene 
just long enough to ramrod through an anti-Communist pact 
that most Latin Americans felt was unnecessary, and departed be- 
fore social and economic matters were introduced in the Con- 
ference meetings. Our remaining spokesmen at the meeting 
then pursued a procrastinating policy, the substance of which 
was: “Let's talk about these matters sometime in the future.” 


The Recent Phenomenon of Social Ferment 

The most striking aspect of contemporary Latin America is 
the region’s social ferment. This in turn results from the fact 
that in the great majority of countries, somewhere between one 
half and one third of the population exist on a marginal level, 
outside of society. Most of those in this category are illiterate, 
illegitimate, inadequately housed, undernourished, underpaid, and 
understocked in energy because they are suffering from some 
serious disease. There is little hope, either for them or for 
their children, one out of every four of whom will likely die 
before reaching the age of five, with the survivors having to 
augment family income by begging. For these people, there is 
almost no opportunity to rise. They do, in fact, constitute a 
serf-slave class, and in some areas the rate of manumission in 
colonial times may have exceeded the rate at which these modern- 
day beasts of burden can pass from despised to respected status. 


A crisis is now at hand because the patience with which 
society's dispossessed in Latin America once accepted their 
plight is giving way before a variety of forces unleashed in 
the present century. Economic development must not only be 
adequate to supply a better life for the current population, but 
must provide for future inhabitants. And the rate of population 
increase in Latin America is one of the highest in the world, 
averaging between 2.5 and 3% annually. Mexico, today a coun- 
try of just over 34,000,000 anticipates a population of 75,000,000 
by 1980. 

Against this background, the main lesson emerging at the 
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moment is that, for better or for worse, the twentieth century 
will not permit a country to restrict utilization, and even the 
hope of dignified utilization, to a mere 30% or so of its human 
resources. The kind of progress for which this era has aroused 
the hopes of nearly all of the world’s peoples demands both 
as cause and effect the assimilation of those who have heretofore 
been dumb spectators of rather than participants in ‘society. 
Since 1945, the plight of these inert elements in several 
Latin American countries has become increasingly desperate 
owing to a retrogressive redistribution of income, the effects 
of which have represented almost the proverbial extraction of 
blood from rocks. More alarming still, since’ the end of the 
1920's, Latin America as a whole has been getting poorer, as the 
United States has become progressively richer. The Marxian 
analysis of poor-poorer, rich-richer, seems to be finding vindica- 
tion in the Americas. A half affluent and half poverty-stricken 
American Hemisphere is a liability to the Free World. 


Some Internal Causes of the Latin American 
Socio-Economic Problem 


One cause for the alarming situation has been the social, 
political and economic concepts of Latin America’s ruling classes. 
These concepts rest, among other, upon the following six intel- 
lectual and emotional pillars. 


1. Devotion to a hierarchical, stratified society, and a conse- 
quent opposition to the open society, to equality of opportunity, 
and to social mobility. 

2. Devotion to paternalism. This in turn leads to abhorrence 
of any genuinely pluralistic system that permits divergent social 
and functional interest groups to confront one another essentially 
as equals and to participate, thanks to their own power and 
bargaining influence, in what the nation has to offer. 

3. Belief in economic development only to the degree neces- 
sary to allow those at the apex of society to prosper. A 
society that professes broader social and economic goals is, by 
the very fact, dismissed as crassly materialistic and crudely 
secular. 
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4. Belief that, given the “immutable” operation of the iron 
laws once posited by David Ricardo, a serf-slave class must al- 
ways exist. Beyond this, the existence of this class is con- 
sidered a positive good, in that it permits gentlemen to devote 
themselves to cultural and intellectual pursuits. 

5. Conviction that the lower classes realize what is best for 
them, and do not want to alter their status. Discontent, there- 
fore, when it appears, is caused by subversive trouble-makers, 
and will disappear once the agitators are silenced. 

6. Finally, and this harkens back to the first point, a pro- 
found conviction that the masses are inherently inferior. 


To enlarge upon the last point, the logic employed by the 
ruling classes impresses the outsider as being: Our masses have 
never amounted to anything because they have never been given 
the chance to, and therefore they are inferior and deserve no op- 
portunity. Unfortunately, it might be added, too many United 
States tourists, businessmen, and even authorities in Latin 
American studies have accepted the disparaging appraisal of the 
Latin American masses disseminated by the upper classes. This 
salves our consciences, and makes us feel we really cannot do 
anything to help such hopeless people, and therefore need not 
try. 

The social philosophy embraced by many of Latin America’s 
ruling classes has quite logically produced an actual economic 
structure in which taxation is regressive rather than progressive. 
In some countries, there is no income tax at all. One of these 
is Guatemala. The allegedly Communist administration of 
Jacobo Arbenz engaged in a three-year discussion of the advisa- 
bility of an income tax, but since this country has been restored 
to the Free World, in 1954, the matter has been dropped. Owing 
to archaic and regressive tax structures, there is in most Latin 
American republics nearly total failure effectively to utilize 
potential domestic capital resources. The social attitudes of the 
directing groups have also produced a situation in which the 
few landowners have done nothing to augment agricultural pro- 
duction. Land is regarded as a badge of social prestige, not as 
a means of feeding the hungry. 
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The United States as a Contributing Factor 

To Latin America’s Socio-Economic Problem 

Increasingly, the social structure depicted above is under attack 
by various indigeneous reform movements, and naturally in 
this situation, the Communists find fertile grounds for their 
propaganda. But the most important point is that there is a 
non-Communist Left in Latin America that wants genuine reform 
and social amelioration. It is possible that the hope of keep- 
ing Latin America within the Free World's orbit depends upon 
the success of the non-Communist Left. 


The present danger is that the United States appears to 
prefer to deal exclusively with a superannuated oligarchy that 
still controls most countries. Not only does it fawn upon this 
element, but should a more modern-minded administration come 
to power, it seeks to render the new regime safe by encouraging 
it to act like the mummified rulers of the past. Refusing loans 
and aid unless an administration agrees to an absolute anti- 
inflation program and promises to do nothing to interfere with 
uninhibited free-enterprise capitalism can do wonders to side- 
track reform desires—as Venezuela’s ROmulo Betancourt probably 
discovered in his dealings with the Eisenhower administration. 

The backwards-gazing leaders with whom we apparently pre- 
fer to deal utilize our approbation to justify their outmoded social 
and economic ways, saying something like this: “We all want 
national prosperity [many are insincere in this avowal, as nothing 
interests them less than overall national prosperity}; Therefore, 
the prosperous United States should be our model. Why is the 
United States prosperous? Because it leaves its capitalists strictly 
alone.” Brush strokes are then added until there emerges 
a picture of the United States as practicing still an 1890's 
type of laissez-faire capitalism, and not imposing initiative- 
stifling taxes on the business community—by which is meant any- 
thing over 10%. Thus, our “friends” of the Right picture us 
in the same light as the Communists: as practising a classically 
liberal capitalism that is devoid of social conscience. 

For some reason, we have made very little effort to set the 
image straight, and to explain that we have evolved into a nation 
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in which there is considerable government intervention aimed at 
the common good. We are not willing to admit, at least not in 
Latin America, that we found purely classical liberalism im- 
possible as a means of establishing social justice in our country. 
Because of the sort of friends we keep, and because of our 
reticence in explaining our own social and economic evolution, 
the native reformers are coming to regard us as their greatest foe. 


What About United States Aid to Latin America? 


Invariably, the justification of our policies that we offer to 
Latin Americans is that we have poured considerable aid and 
private investment capital into the area since 1945. One au- 
thority on these matters went so far as to conclude recently 
that since the end of World War II we have given Latin Ameri- 
cans as much as they deserve.” More meaningful than this rather 
testy appraisal is the likelihood that during the last ten years, 
Latin America has lost because of declining prices for its basic 
commodities three times as much as all of the aid and loans ex- 
tended to her by the United States.* More important still, our 
aid has generally gone to bolster the status quo, and to make 
the rich richer. Because of the nature of the economic structure 
in Latin America, there has been virtually no trickle down. This 
is why our aid has not produced friends for us among the social 
and economic and intellectual circles where today we most need 
friends. 

In spite of good intentions, even Point IV has often increased 
rather than mitigated social problems. Point IV, for example, 
has been much concerned with improving agricultural methods 
and with training bureaucrats and administrators. Modernized 
agricultural methods have benefited primarily the 5-10% of the 
population that in most Latin American countries own some 70% 
to 90% of the land. Sometimes, better methods have merely en- 
couraged landlords to raise more export crops, rather than to feed 
their nation’s undernourished. Given the mentality and economic 


2J. Fred Rippy, Globe and Hemisphere: Latin America's Place in 
Postwar Foreign Relations of the United States (Chicago, 1958), p. 233: 

® See Paul Johnson, ‘The Plundered Continent,” New Statesman, Sep- 
tember 17, 1960. 
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values of the landowning group, our contributions are rendered 
futile. And the Communists can point to this fact to suggest 
that within the framework of the system we favor, no genuine 
agricultural reform can be accomplished. In regard to training 
personnel, there is obviously little utility in equipping bureaucrats 
to administer more effectively outmoded laws. This is as futile 
as giving a face-lifting to something that is dead. No wonder 
many of the reform-minded in Latin America shudder when they 
see the arrival of more United States technical aid personnel. 
Here is simply another indication of our tireless effort to resist 
the new by trying to breathe life into what is no longer viable. 


Why the Hostility of a Progressive Country 
to New Forces in Latin America? 


It is only natural for a country that has brought into being 
a successful social and economic system to think primarily of 
conserving, and to regard with suspicion wild and radical in- 
novations. We tend, however, to apply our conservative pre- 
dispositions to Latin America, where socially and economically 
very little worth conserving has been achieved in recent years. 
Still, convinced that free-enterprise capitalism and democracy 
have made us great, we insist that Latin Americans conserve what 
they have developed under the labels of these systems, even 
though the results have been deplorable. Given the Spanish and 
Indian traditions of statism and socialism, as well as a form of 
Catholicism that does not stress societal, economic or even 
natural virtues, free enterprise will not work in Latin America. 
United States-style democracy is also presently unfeasible, and 
may long continue to be so. 

The free-enterprise system worked for us because we were 
a young, optimistic, homogeneous, enthusiastic people, somewhat 
heedless of class distinctions and influenced by neo- Calvinistic 
concepts of economic virtues; a people confronting the vast op- 
portunities of a frontier country, a mere handful in the face of 
incalculable wealth; a people that could afford to be patient 
of the social ills that free-enterprise capitalism has always 
produced during its formative years. In Latin America, the 
people are no longer patient, because for too long they have not 
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had hope or opportunity, and a system that continues largely to 
ignore these human resources as it goes about the task of capital 
formation is doomed from the outset. 

Still, any system aiming at material progress requires capital 
formation, and this necessitates great individual sacrifice in the 
initial years. Here is where Communism has stolen a march 
on us. It makes contact with the lower classes and alienated 
intellectuals, wins their devotion, gives them a dream of shar- 
ing in a better day by preaching the heady philosophy of the 
dictatorship of the proletariat, and thus provides them with 
almost a religious sustaining power that will be necessary to 
help tide them over as the capitalization process is under way. 

We on the other hand have very little contact with the 
masses in underdeveloped areas; we have scarcely sought it. We 
hold out to them nothing in the way of inward sustaining power 
to prepare them for the long pull ahead. We simply presume 
they will be endlessly patient even though continuing to be left 
out of society as they await the great day when at last capitalism 
will have begun to function so well at the top of society that 
cars and refrigerators will start raining down upon the masses. 
Worse still, in our relations with the directing classes we 
steadfastly refrain from goading them, even ever so gently, 
toward discharging their obligations to their own people. In 
this respect also, Communists have the advantage over us. Ac- 
cording to their faith, men of vision must crack the whip over 
the possessors of capital, and resort to forced capitalization 
for the development of the nation. Communists are convinced 
that the present Latin American leaders in many instances, if 
simply left to their own devices within a framework of economic 
liberalism, will never bring about material development for their 
people'as a whole. Many non-Communists share in this convic- 
tion, and their number is steadily growing. In our unsophis- 
ticated approach, economic thought of this nature proves one’s 
membership in the Communist Party. Thus-we turn upon people 
who are our natural allies as well as the means of salvation for 
their countries. 

In dealing with Latin America, we have been obsessed with 
a system rather than with results. If free enterprise has served 
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a purpose in the United States it has done so by contributing 
to the ultimate results of social justice and a status of dignity 
for men in all walks of life. It is these results which we must 
be concerned about exporting, not merely a system of limited 
and ephemeral applicability. 

As for democracy, we have been satisfied once again with 
institutional trappings rather than fundamental accomplishments. 
What we have often praised as democracy, in Chile up to the 
present time and in Colombia before 1948 for example, has been 
no more than an arrangement by which the aristocracy has been 
gentlemanly in determining which of its members will rule at a 
particular time. 

How have these considerations led us to become guardians 
of the old and foes of the new? Liberal capitalism is old in 
independent Latin America. We espouse it—we even awarded 
Venezuelan dictator Marcos Pérez Jiménez the Legion of Merit for 
his contributions to free enterprise—and thereby resist new 
formulas that must emerge. Democracy is old. Or at least the 
pious mouthings in its praise in which even dictators often in- 
dulge are old. New forces may not always make an obeisance 
to democracy, at least not as an immediate goal. When they fail 
to do so, we react blindly against them and may thereby only 
delay the day when more people can acquire meaningful political 
articulateness. 

Helping also to place us in the role of status-quo defender 
are the large numbers of our citizens who feel that only in the 
United States is it necessary that broad population segments 
participate in the best material and cultural things of life. 
The obvious danger in this approach is that if we become so 
calloused that we can actually ignore the social and economic 
misery in Latin America, if we can betray our own principles 
by hob-nobbing only with the neo-Fascistic cliques that rule 
many republics to the south, then social justice and democracy 
are in jeopardy in the United States. Precisely because of 
dedication to our own domestic institutions, therefore, we must 
make clear our concern for the masses in Latin America, assuming 
always as one of our goals the endeavor to restore dignity and 
hope to all men who have been plundered of them. 
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If, moreover, in Latin America we once make contact with the 
masses, we might be surprised as to how successfully we could 
compete with Communists in providing encouragement and sus- 
taining power in what for many will be the long wait for the 
fruits of social and economic transformation. Of course in this 
regard we should not be so presumptuous as to assume, as do the 
Communists, that our way of life constitutes a religion. Accept- 
ing always that the task ahead is as much spiritual as material, 
we must be willing to cooperate with the religious bodies that 
we find on the spot in holding out to the masses something more 
than just the prospect of material gain. This will mean that in 
Latin America we will have frequently to combine our efforts 
with those of the at-last-socially awakening Catholic Church— 
just as in Africa or the East it would mean cooperating with 
Moslems, Hindus, Buddhists, and the like. 


What has been described by Arthur P. Whitaker as the 
“Western Hemisphere Idea’”’ has served also to make us either 
blind or hostile to the seething pressures in Latin America. The 
notion that there are mystical ties which once and forever unite 
all occupants of the New World, setting them apart from the 
Old, has tended to make us take Latin America for granted, 
complacently confident that these countries will ever remain our 
stooges. John Foster Dulles in his Latin American relations 
provided a particularly striking example of this mentality. He 
strongly averred that there existed among the American states 
some sentiment of solidarity that rendered them unique from 
other areas of the world, and spoke of an American orbit abso- 
lutely detached from Europe, Africa and Asia.* Evidently rely- 
ing upon intangible ties to keep Latin America safely in our 
camp, Dulles then proceeded to ignore the region’s vital problems. 


There are also romantics in our midst, who feel we should 
not meddle in problems that are particularly evident in the 
Indian republics, as Guatemala, Ecuador, Peru and Bolivia. The 
reasoning is that we should simply disturb Indians by seeking 
to assimilate them into a modern society. Technology may de- 
stroy their culture, which is in many ways if not superior to 


4See Arthur P. Whitaker, The Western Hemisphere Idea (Ithaca, New 
York, 1954, pp. 3-4. 
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then at least pleasanter than our own. The widely-read column- 
ist John Crosby recently expressed himself in this manner in one 
of his syndicated commentaries. The trouble is that Crosby 
and the romantics picture the Indians as still blissfully content 
with the sort of existence they are leading. In reality, the 
patience of the aborigines is showing signs of wearing thin. 
It was the aroused Indians in Bolivia that forced the moderately 
revolutionary government of Victor Paz Estenssoro, apparently 
against his wishes and to the utter horror of the United States, 
to institute a land-reform program.’ Unfortunately, the pro- 
gram was not soundly conceived, in part because the whole no- 
tion of land reform lacked the support of the two sources most 
necessary to provide intelligent encouragement and planning: 
the Bolivian government and the United States. But, the very 
enactment of Bolivia’s land reform law gave striking evidence 
that the Indians want admittance to modern civilization and can 
occasionally make their point. 


The romantics do not face the alternatives involved in Latin 
America’s so-called Indian problem. If we leave the Indians 
alone, they may be utterly unable to cope with the sort of civiliza- 
tion evolving about them and be eliminated. Or, more likely, 
they will take a radical and perhaps ill-advised means of forcing 
their entry into the modern world. If we step in and aid in 
the process of assimilation, and encourage also the governments 
of the largely Indian republics in this direction, we may destroy 
something fine in the old civilizations, but we will also be giving 
people a chance to benefit from what is good and worthwhile 
in the civilization that the twentieth century is producing. 


Finally, the sacrosanct policy of nonintervention has caused the 
United States, sometimes unwittingly, to oppose the cause of 
change in Latin America. Nonintervention has meant that we 
have given unquestioning approval to the entrenched govern- 
ments that we have found in power, however unsavory they may 
have been. It has meant that we have passively accepted the 
social conditions encountered, in the spirit of whatever is is right. 


5 See Richard Patch, ‘Bolivia: U. S. Assistance in a Revolutionary 
Setting,’ in Social Change in Latin America Today: Its Implications for 
United States Policy (New York, 1961), pp. 124-128. 
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Thus, nonintervention, an essential cornerstone of our policy in 
the 1930's, has conspired toward our downfall in the 1950's. 
And for this,, Latin Americans are themselves largely responsible. 
Their insistence upon nonintervention arose in the nineteenth 
century, and reached a point of peak intensity during the 1920's. 
At this time, the main concern of most Latin American states- 
men was absolute sovereignty. Seemingly, a nation hadn't 
“arrived” until it was able to act exactly as it pleased and to 
avoid the restricting influences of international commitments. 


The nonintervention mania, then, was conceived in an isola- 
tionist spirit, when political rather than economic and social 
considerations were uppermost. It arose at a time when the 
masses still exhibited a fatalistic resignation to an adverse en- 
vironment. Reform groups interested in social justice were not 
yet a potent factor. Moreover, there were indications of eco- 
nomic prosperity and a bright future. In the late nineteenth 
and early twentieth centuries, some of the Latin American re- 
publics were making giant strides and did not feel the need for 
dramatic outside economic aid. In short, Latin America seemed 
capable of going it alone economically, and so insisted upon 
going it alone politically. 


All of this has now changed. Latin American nations, facing 
what is primarily a social and economic problem, cannot go it 
alone. The ability to provide the masses with a rising standard 
of living has become the prime prerequisite for “arriving” as 
a nation, and this can be achieved only through cooperation 
and interdependence. In this spirit, various of the southern 
republics have recently entered into a common market agreement 
which of necessity, if it is to be effective, will infringe upon the 
absolute freedom of action of participating countries. And, 
“Operation Pan-America,” advanced by Brazil and calling for 
the United States to pour an additional billion or more dollars 
annually into Latin America, would further curtail the license 
which certain elements have enjoyed. Investment on this scale 
would also hasten the erosion of old cultural patterns and facili- 
tate the more rapid introduction of the technological and allegedly 
secular culture. This in itself would bring consternation to 
conservative circles. 
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Latin Americans must recognize that mammoth economic aid 
from the United States will inevitably imply some degree of 
political and social influence. If they want the economic help, 
they will have to rethink what they mean by nonintervention. 
They will have to acquire the notion of cooperation, which in- 
volves a lessening of absolute sovereignty. It would be help- 
ful also if they would understand that intervention works both 
ways. Out of our desire, or perhaps out of the strategic necessity, 
to cooperate with Latin America has come occasional limitation 
upon our freedom of action. Most notably at the moment this 
is seen in the case of Cuba, which we probably would have 
invaded sometime ago were it not for our concern with Hemi- 
sphere cooperation. 


The Cuban Case 


The Cuban policy of the United States in the last few years 
epitomizes many of the blunders that have brought us close to 
disaster in Latin America as a whole. From the inception of the 
Castro threat to Batista, our official policy was to do all in 
our power to aid Batista. Ambassadors Gardner and Smith were 
enthusiastically committed to the incumbent dictator. Only when 
it became crystal clear even to Smith that Batista’s days were 
numbered did we suspend arms shipments to our friend in 
Havana. Then, concerned with some of the foggy economic 
pronouncements emanating from Castro in the Sierra Maestre, 
we apparently maneuvered to persuade Batista to yield to a new 
government that would be friendly to the United States and 
exclude Fidel Castro from its ranks. Thus, although Castro had 
the support of popular sentiment and of many elements of the 
press in the United States, from the outset he faced aggressive 
official antagonism. 


At the time Castro gained power, the United States had 
reached the peak in its campaign to educate Latin America in the 
responsibilities connected with receiving aid. The southern re- 
publics had been given to understand that United States economic 
aid depended upon the recipient’s willingness to agree to a 100% 
espousal of free-enterprise capitalism, and to balance the budget 
even if in the process the primary burden fell upon marginal 
economic groups—as was the case in the Klein-Saks recommenda- 
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tions to Chile. In Cuba, free-enterprise capitalism had been 
a contributing cause of the social conditions that Castro wished, 
quite rightly, to correct. Obviously, we had nothing to say to 
Castro. It was apparent that we did not believe in social revo- 
lutions, no matter how badly needed and overdue. We gave 
additional proof of this when we advised Castro to proceed 
slowly with land reform. As a United States official in Havana 
expressed it to me in September of 1960: “If Castro had fol- 
lowed our advice about land reform, the grandsons of the revo- 
lutionists might have received land.” This was not fast enough 
for the revolutionists. 

Moreover, at the crucial time of Castro's rise to power, events 
in Bolivia influenced both the United States and Cuba in their 
wary approach to one another. Bolivia, in the wake of her 
1952 social revolution, brandished the threat of a sell-out to 
Communism, and so extracted vast United States aid. It still 
remains to be seen whether in the final analysis our assistance 
has facilitated or retarded Bolivian reform. It might not be 
unfair to picture our 1952-1959 Bolivian policy as based upon 
the belief that the old, tried-and-true methods of budget bal- 
ancing could stabilize the situation, and that Bolivian revolu- 
tionary leaders, in exchange for the funds needed to balance 
the budget, would drop their radical ideas and allow their country 
to resume its drifting. Our approach rested also upon the as- 
sumption that the campesinos and urban proletariat would remain 
endlessly submissive and that their pressing problems and frustra- 
tions could in the short run be safely ignored. Richard Patch, 
one of our most careful students of these developments, has 
concluded that overall United States policy toward the land- 
locked republic helped induce Bolivian leaders to underestimate 
the profound effects of the social upheaval that is underway 
in their republic.° 

By 1959 the United States was discouraged and embittered 
over the failure of its efforts to enable the old guard to pluck 
victory from obvious defeat in Bolivia. The revolutionary ele- 
ments were not cooperating. Even the campesinos refused to 
desist in their demands. The budget was balanced, but there 


® [bid., pp. 157 ff. 
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was still restiveness. Really, revolutionists were unreasonable. 
They truly believed in change, and would not be bought off 
even when their leaders had been. We had had our fill of such 
people, and assuredly did not wish to become involved in another 
social revolution. 

Castro, on the other hand, could regard the Bolivia of 1959 
as proving that United States aid was an impossible ingredi- 
ent for a social revolution. Judging from the Bolivian example, 
United States aid even to a country caught in the tide of a revo- 
lution was aimed only at producing immediate normalcy, was 
dependent upon postponement of urgently needed development 
projects, and was predicated upon the conviction that merely 
by balancing the budget—that and nothing more—social prob- 
lems could be solved. A further indication of United States 
attitudes was provided by the naming of Philip Bonsal as our 
Ambassador to Cuba. As an able and dedicated Ambassador 
to revolutionary Bolivia, Bonsal had not been able to accomplish 
all we might have liked. Still, he had proved an effective in- 
strument of our policy to slow down the revolution and to 
persuade Bolivians to postpone reforms in favor of budget bal- 
ancing. Sending Bonsal to Cuba revealed clearly what we ex- 
pected from the island, and thereby helped doom all hope for 
fruitful relations with Castro. 





The timing of Castro’s rise was unfortunate. We had not 
learned from our Bolivian experience the significance of social 
ferment in an emerging republic. We had only learned that a 
socially revolutionary country is unduly troublesome, and that 
its ills do not seem to respond to any of our sure-fire cures. 
We were convinced that the fault lay not in our cures, but 
in the very revolutionary process. Therefore, a pox upon 
revolutionary countries. 

With no possibility of receiving help, encouragement or even 
understanding from official United States policy makers, Castro— 
who clearly understood very little about economics—had to turn 
for advice to those who had thought seriously about moving 
underdeveloped countries ahead in the twentieth century. Maybe 
Castro would have turned toward Russia anyway. The point 
is that if a genuine reform movement should come to power 
in another Latin American country, led by non-and-even-anti- 
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Communists, they would willy nilly be driven toward Moscow if 
we pursued toward them the same policy that we followed with 
Castro. 

Other phases of our early relations with Castro caused jus- 
tified resentment not only in Cuba, but among vast segments 
of Latin Americans as a whole. We insisted upon indemnifi- 
cation for seized United States property, and then eliminated 
Cuba’s sugar from the United States market—giving much of 
the Cuban quota to Trujillo's Dominican Republic. ‘To demand 
indemnity payments while depriving Cuba of the means of 
making them is about as enlightened as putting a person in jail 
for his debts. Also, the United States press went wild in con- 
demning Castro’s use of firing squads during the first three 
months of his rule. The firing squads claimed somewhere be- 
tween 400 and 600 victims, and then for a long time were dis- 
continued. But United States journalists had made up their 
minds by then that Castro was a butchering tyrant. So had 
Senator Wayne Morse, who began now to condemn the Cuban 
“plood bath.” Why had our press and politicians remained 
largely silent about the victims of the Batista dictatorship which 
may have numbered 20,000? Why had they been silent about 
the victims of the Colombian dictator Laureano Gomez and 
later of Gustavo Rojas Pinilla? Why was the sadism of 
Venezuelan strongman Marcos Pérez Jiménez ignored? To Latin 
Americans it seemed that we really did not object to dictators 
unless they became interested in social reform and thereby posed 
a threat to the status quo. Men like Batista, Gomez, Rojas 
Pinilla, and Pérez Jiménez had no interest in social justice, were 
willing to protect our investments, and therefore were our friends. 
Included also in the list of favorites were Anastasio Somoza in 
Nicaragua, Rafael Leonidas Trujillo in the Dominican Republic, 
and Manuel Odria in Peru, to the last of whom we also gave the 
Legion of Merit because of his conspicuous contributions to the 
free-enterprise system. If only Péron had hung on a little longer, 
he too might have received our country’s highest award for his 
opening of Argentine oil fields to United States concerns, thus 
atoning for his early interest in social reform and economic nati- 
onalism. The United States can hardly expect to be taken seri- 
ously when it condemns Castro on the grounds that he is a 
dictator. 
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More tragic still is the possibility that the United States has 
by its dealings with Castro impaired its chances of being taken 
seriously when it talks of encouraging social reform in Latin 
America. The Cuban revolution commenced as the most notable 
movement toward social reform that Latin America has witnessed 
since 1910. The guilt of the United States in sidetracking the 
revolution’s reform aspirations is considerable. By. our initial, 
bristling hostility to the movement, by our later aid in helping 
organize a base in Guatemala for training anti-Castro forces," 
and more recently by our apparent efforts to whip the bickering, 
factious, and often ambitious and self-seeking defectors from the 
revolution into a united front., we have given Castro no alterna- 
tive to spending huge sums on military preparedness rather 
than on reform. 


By dealing reasonably with Castro we would have demonstrated 
that we accept the right of Latin American republics to utilize 
Marxist—which does not at all mean Communist—expedients in 
dealing with their problems. This would have removed the 
protective umbrella which our anti-Left hysteria has afforded 
reactionary rulers. Frequently these rulers have felt it unnecessary 
to respond to social ferment by adopting internal measures of 
social reform, confident always that we will at the crucial moment 
protect them against reform leaders, depicted to us of course as 
Communists. The policies we pursued and are still pursuing 
with Cuba even encourage wily politicians to pay lip service to 
the cause of Castroism. What they do, essentially, is to capi- 
talize on the political advantages of Castro’s anti-Yankeeism, 
while actually relying upon us to help them when the chips 
are down to withstand the social-revolution features of Castroism. 
This policy is apparently being used today by Ecuador's José 
Maria Velasco Ibarra. The hint that we are willing to accept 
the possibility of radical reform might induce Velasco Ibarra 
and others of his ilk to be more forthright in facing domestic 
problems and in dealing with the United States. Such a hint 
would also remove the ring of authenticity that unfortunately 
is present in an anecdote now making the rounds in Latin 


7 See the “Commentary” section in Hispanic American Report, Novem- 
ber and December, 1960, and January, 1961. 
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America. It seems that one of the republics, alarmed by the 
pressures in Cuba, decided that certain internal reforms might be 
advisable, and began seriously to consider in its legislative as- 
sembly the possibility of introducing an income tax. Just when 
it appeared that these discussions would actually bear fruit, they 
were abruptly suspended. The reason given by candid members 
of the republic’s congress was that the stepped-up anti-Castro pro- 
gram of the United States guaranteed that dictator's downfall, 
and therefore removed the need to resort to unwanted social re- 
form expedients. 


Finally, for whatever the fact may be worth, we must recog- 
nize that Latin America has never responded to Cuban events 
in the same manner as Washington. At the time of President 
Kennedy's first important Latin American pronouncements 
(March, 1961), only six Latin American countries had deemed it 
desirable to sever relations with Cuba, and these included such 
champions of reform and democracy as the Dominican Republic, 
Haiti, Paraguay, Nicaragua and Guatemala.“ Latin America as 
whole was obviously no more responsive than Brazilian Presi- 
dent Janio Quadros—or for that matter than the Canadian 
government—to A. A. Berle, Jr.’s, recent insistence that Cuba 
is a problem not just for the United States but for all the Hemi- 
sphere’s republics. Still, President Kennedy refused to accept 
Cuba in the new Alliance for Progress. While indicating that 
Cuba is out, he suggested that agencies of the Organization of 
American States assist us in determining what republics are 
worthy aid-and-loan applicants. Apparently, the Cuban pro- 
scription would apply also to any other country that follows the 
island’s models, or perhaps to one that gives aid and comfort to 
the enemy by continuing to deal with it. An implied Latin 
American price of admission to the new United States gravy train 


8 The Second Inter-American Conference for Democracy and Free- 
dom repudiated the dictatorships of the Dominion Republic, Nicaragua, 
Paraguay and Haiti because of their violations of human rights. See 
Inter-American Association for Democracy and Freedom, Report of the 
Second Inter-American Conference for Democracy and Freedom (New 
York, 1961), p. 245. This Conference, held at Maracay, Venezuela, 
April 22-26, 1960, was definitely anti-Communist in its composition, and 
was attended by many of the outstanding statesmen of the Americas. 
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is to join in the quarantine of Cuba. Some countries will pay 
this price, but they will bitterly resent our ticket-scalping methods. 
In the meantime, the O.A.S. has been cleverly maneuvered into 
the position of helping to administer sanctions against Cuba 
which the majority of the members have always opposed. 


How Might We Improve Our Position in Latin America? 

Many of our long-established policies in Latin America are 
essential and beneficial. We must retain such features as Point 
IV, Bi-National Centers, traditional loans and aid, the I.C.A. 
programs, and the new Inter-American Development Bank. 
Private capital also has a vital role to play. Our customary 
policies have aided Latin America at the top by providing greater 
economic benefits at least for the few. We must continue to help 
foment expansion of business and profits, for otherwise im- 
provement for the laboring classes will not be possible. The vital 
need, though, is to encourage internal reform so that what is good 
for business will also become good for the country. For this 
reason, a shift in the basic orientation of our Latin American 
policy is essential. Once this shift is made, traditional measures 
of aid would assume a new effectiveness. 

In giving to our basic Latin American policy a new orienta- 
tion, the following recommendations, in addition to the ten 
points outlined by President Kennedy on March 13, may merit 
consideration. 

1) Urge strongly that Western Hemisphere jurists work to- 
ward formulating a new concept of nonintervention that takes 
into account the cooperation and economic interdependence 
needed to improve social conditions in Latin America. This new 
concept would have to face squarely the fact that massive eco- 
nomic assistance by the United States will influence internal 
structures of recipient Latin American republics, and will nec- 
essitate cooperation on their part—but not the sort of cooperation 
in protecting the status quo that we have insisted upon in the past. 

2) Take immediate steps to demonstrate our determination 
that no republic will receive aid from us unless it gives unques- 
tionable proof to agencies of the Organization of American 
States of its endeavors to put its own economic and social house 
in order. Late in 1960, the State Department made some utter- 
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ances about applying pressure on hide-bound, stand-pat admin- 
istrations. President Kennedy's recent statements in this regard 
do not necessarily represent, therefore, a drastically new point 
of departure. The question now is whether we will be willing 
vigorously to back our principles with actions. If, for example, 
we agree to help a nation’s development projects, will we require 
its government to contribute a certain proportion of the cost? 
Vastly more important, will we insist that its government obtain 
the needed capital through progressive taxes? For if a regressive 
tax system prevails, any dollar matching program would only 
add to the burdens of the lower classes. 

Up to now, our less-than-half-hearted efforts at implementing 
the announced policy of requiring self-help from Latin America 
in meeting the social problem have been a farce, pure and simple. 
Thus, recent State Department attitudes were that Argentina, 
Bolivia, Peru, Chile, Ecuador and Panama had already so dis- 
tinguished themselves by their self-help measures in the field of 
social development that they qualified for all-out United States 
aid. 

This absurd conclusion—which represents our basic interpre- 
tation of the September, 1960, Act of Bogota that President 
Kennedy is now implementing with the promised $500,000,000— 
is an obvious source of derisive laughter for Latin America’s 
reform advocates, and of sighs of relief for stubborn reaction- 
aries. Chile and Argentina are surely among the more progres- 
sive of the countries cited by the State Department. In Chile, 
during the past fifteen years, there has been a retrogressive redis- 
tribution of income; the moneyed classes have paid something 
like 15% of their income in taxes, while devoting approximately 
66% to conspicuous consumption; little if any progress has been 
made in the past thirty years in reducing illiteracy figures; agri- 
cultural production has fallen in proportion to the population 
increase, largely because much of the fertile land is simply not 
utilized; about one-third of the lower-class men have been drunk 
every week end, in part because wine is one of the cheapest 
sources of caloric energy and thus many can scarcely afford not 
to be drunkards; year-by-year, the country has fallen farther 
behind in the task of supplying housing units with minimal 
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sanitation facilities; and the average height of the population 
has actually diminished because of undernourishment.° What 
about Argentina? Simon G. Hanson recently wrote that this 
country has: 


. rejected any notion that immense graft within the adminis- 
tration should be reduced, it achieved very substantial reductions 
in gross national product but more importantly was raising the 
share that elements other than the underprivileged could hope 
to obtain in the national product, it was not prepared to use 
the power to tax as a vehicle of social improvement. It had 
admitted the oil companies [of the United States] .. . . Was 


that not enough? Surely, the State Department must consider 
such a regime to be socially minded.?° 


3) Increase our contacts with sectors we have previously ne- 
glected, including laborers and labor leaders, students, intellec- 
tuals, and Leftist political leaders. Rather than a policy of an 
abrazo for the democrat and a handshake for the dictator, we 
might better think in terms of an abrazo for the champions of 
social reform, a handshake for those content with the status quo. 
It is likely that in establishing wider contacts, Peace Corps mem- 
bers could make one of their most effective contributions. To be 
successful in dealing with intellectual groups, however, they 
would have to be minutely informed about the evolutionary fea- 
tures of our own economic and social structures. And to be 
effective with the lower classes, they would have to toil side-by- 
side with them in implementing projects which so far we have 
not participated in beyond the planning and financing stages. 


4) Extend help to the new Latin American common market 
on the basis of encouraging it to improve social conditions. We 
could, for example, extend aid to firms in the common market 
agreement enabling them to provide model work facilities and 
decent wages for their employees. Thus far Latin Americans 
have not themselves linked the common market directly with the 


® See Fredrick B. Pike and Donald W. Bray, “A Vista of Catastrophe: 
the Future of United States-Chilean Relations,” The Review of Politics, 
XXII, No. 3 (July, 1960), 396-404. 

10Simon G. Hanson, “The Democratic Party's New Horizon’s for the 
Americas, “Inter-American Economic Affairs, XIV, No. 2 (Autumn, 
1959), 48-49. 
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problem of contributing to the immediate relief of the laboring 
classes’ pressing economic problems. 


5) Connect the problem of commodity supports with social 
amelioration. President Kennedy has now reiterated our willing- 
ness to discuss with Latin America the troublesome question of 
supports and assured minimum prices for certain basic com- 
modities. We must make it clear we will never seriously consider 
such matters unless we have assurances that resultant increases 
in Latin American income will be channeled into revitalized 
social and economic systems. 


6) Admit that the Monroe Doctrine is even more out of date 
than the absolute nonintervention policy. The Monroe Doctrine 
was, after all, conceived to deal with a threat from Europe. 
Today, a rising number of reform-minded Latin Americans are 
convinced that their main threat is the United States. The Mon- 
roe Doctrine was conceived also in the Western Hemisphere 
idea of America for the Americans. It is time to abandon this 
nonsense once and for all. The Argentine concept of America 
for humanity is today more than ever the only valid approach. 
Even though the desire often expressed in the southern Amer- 
icas for closer bonds with the Old World is generally predicated 
upon anti-Yankee premises, we should still encourage the 
strengthening of Latin American ties with Europe. We have 
failed thus far to interest Latin America in a Washington-dom- 
inated Free World. Europe, with traditions closer than ours to 
Latin America’s is probably a better agent for persuading these 
peoples to remain within the orbit of the Western World. Fur- 
ther, with some Latin American countries, neutralism may be 
the most that we can presently hope for. 


7) Accept and cooperate with the Cuban revolution. Probably 
the most striking means by which we could have hastened social 
reform, awakened the conscience of the ruling class and stemmed 
Communism in Latin America would have been to deal in friend- 
lier fashion with Fidel Castro from the outset. Instead we have 
followed a course of action that will probably bring about 
Castro’s downfall in the near future. When Castro falls, the 
United States will be on trial as never before in Latin America, 
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for we then will somehow have to prove that our expressed 
devotion to social change will not always be retracted in the 
face of any events that effectively accomplish this objective. We 
will also have to demonstrate that we are willing to place the 
human rights of others on an equal footing with our own prop- 
erty rights. And we will have to do all of this precisely at 
the time that we have harassed out of office the one man with 
whom, by tolerant cooperation, we could most dramatically have 
proved our understanding of Latin America’s need for social 
reform. 


The anti-Yankee reactions that Castro’s ouster will produce 
among vast sectors of Latin Americans can be considerably tem- 
pered if we do all in our power to encourage the continuance of 
the Cuban revolution after a new administration takes over. 
This means that we must accept land redistribution and perhaps 
even the immediate expedient of collectives. It means that we 
must cooperate with the goals of economic diversification, and 
refrain from demanding return of all seized United States prop- 
erty. This would not necessarily establish the dangerous prece- 
dent for other southern republics that many of our citizens fear, 
for no other Latin American country today is to such a degree 
the economic colony of the United States that Cuba was prior 
to January, 1959. Social revolutions in other Latin American 
countries, therefore, will probably not develop the virulent hatred 
of United States capital that almost inevitably accompanied the 
Cuban movement. 


If we are not to bring a halt to reform in a post-Castro Cuba, 
we must also learn to dismiss most of the outraged complaints 
about social and economic changes that will continue to emerge 
from various Cuban quarters, in the same manner that we 
dismiss the ranting of some of our own countrymen against 
our ‘“Communist-inspired” income tax, social security and labor 
protection laws. Finally, we will probably have to abandon 
our insistence upon immediate elections, in the realization that 
a long over-due social upheaval and democracy are apt for some 
time to prove incompatible. 
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Conclusions 


I do not think the above suggestions will solve our Hemisphere 
problems. Given the degree to which relations have deterior- 
ated, no policy could achieve the warm and enthusiastic friend- 
ship which we tend to regard as our due from Latin America. 
The most we can hope for is to retard the rate at which Latin 
American republics transform themselves into a force actively 
hostile to us, thereby jeopardizing our international position and 
their hopes of effecting a blending of what has been best in 
United States civilization with the usages both of the old and 
the new Europe, as well as with those of Indian cultures. Still, 
simply to slow the rate of loss is sometimes enough, if wisdom 
and luck abound, to make possible ultimate triumph. 


What this paper recommends certainly involves calculated 
risks. The hypothesis advanced has been that in order for Latin 
America to create the foundations for affluence within a frame- 
work of eventual freedom, the first concern must be with afflu- 
ence or physical prosperity, and that in particular this affluence 
must take the form of immediate and continuing increases in 
lower-class purchasing power. Because these increases during the 
early stages of the capitalization process cannot be as spectacular 
as many desire, the loyalty of the lower classes must be gained 
by imparting to them a sense of participation in the national 
life. The hypothesis is also based upon profound pessimism 
concerning the willingness of Latin America’s present directing 
classes to work toward broadening the social structure. 


President Kennedy and his “task force’’ of advisors may have 
shown naiveté in assuming that democracy can always in Latin 
America be the handmaiden of social reform. Democracy de- 
mands as a permissive cause some agreement among the members 
of a body politic as to the most essential aims and purposes of 
men on earth. Latin America’s present social ferment is largely 
the result of the fact that this basic agreement does not exist. 
There, the middle ages and the modern era are clashing head 
on. Probably a majority of upper and middle social sectors 
devoutly believes that inexorable forces, divine and human, decree 
the continuance of an essentially feudalistic structure. This group 
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is ready blindly to defend nearly all the vestiges of the past, 
in part by embracing fascistic schemes that may adapt feudalistic 
concepts to an urbanized, industrialized society. A minority of 
upper and middle classes, reenforced by the awakening masses, 
is impelled by an inner-light certitude that some higher law has 
commanded drastic change. This group is prepared to employ 
any new expedient, including Marxism, to hasten the advent of 
a social structure that encourages mobility and reduces the 
numbers of those excepted from opportunity, articulateness, par- 
ticipation and power of self protection in the national existence. 
It is hardly likely that democracy can always serve as an adequate 
arbiter between well-nigh mutually exclusive forces. 

Moreover, the very process of incorporating new masses into 
the national life—which we now say we are dedicated to foment- 
ing in Latin America—would, of itself, work in the short run to 
produce less rather than more political democracy. For as a 
body politic begins to open new avenues of admission to vast 
sectors once excluded, it will probably have to provide them at 
first with rather strong-handed, patronal direction. Unalloyed 
democracy did not always work for us in the United States in 
the first stage of assimilating armies of immigrants. The newly 
arriving foreigners generally required the guidance provided by 
ward heelers and city bosses as a transition stage in their intro- 
duction into the complexities of democracy. Latin America’s 
task of assimilating its own masses will be vastly more challeng- 
ing and politically disruptive than that which we faced in 
absorbing our immigrants. And Latin America’s response to 
this challenge will undoubtedly demonstrate that for outsiders 
just beginning to be caught up in the process of assimilation into 
society, food, shelter, security, a sense of belonging and reliance 
upon a “‘simpatico” leader must precede interest in voting rights 
and trust in impersonal political institutions. 

But the paper’s hypothesis rests finally upon an optimistic belief 
that as national affluence, economic diversity and expanding pro- 
ductivity begin to be achieved the powers of government will be 
gtadually curbed. The grounds for this hope are that as new 
social elements acquire purchasing power and education, they 
will introduce a fresh and unique bargaining force into the socio- 
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political complex and will balance the traditional forces, giving 
rise to a system of effective class and functional-interest-group 
pluralism. This last development would reduce the need for 
an all-powerful government. 

One risk is that powerful and even authoritarian governments 
will not remain honest and efficient in the quest for balanced 
economic development. But, the sectors newly assimilated into 
society could at least bring to bear greater pressure than has 
previously been applied to keep governments working for the 
common good. A far greater risk is that the semi-Leviathan 
governments that may be useful in transforming social and eco- 
nomic structures will not surrender any of their powers and that 
a permanent Soviet-type structure will emerge. The incredible, 
almost psycopathic individualism of Latin Americans, however, 
holds out hope against such a development. And Mexico offers 
an example of how arbitrary governmental prerogatives may be 
whittled away as a broader sector of politically articulate persons 
comes into being. It shows also that the successes of a planned 
economy actually make possible and likely an ultimately expand- 
ing role for some forms of free-enterprise capitalism. The same 
transformations might have occurred in Russia if that country’s 
Communist leadership had not always been obsessed with dom- 
inating the world. 

In other Latin American countries, it is not improbable that 
events similar to those comprising the Mexican experience will 
transpire. Therefore United States acceptance of more extreme 
measures of centralized political and economic planning than 
have been common in Latin America—outside of Mexico and 
Cuba—seems warranted. Whether we accept them gracefully 
or not, such expedients are likely to be tried in additional coun- 
tries south of the Rio Grande. We must begin, then, to remove 
the obstacles which we have placed in the paths to possible 
future power of men whose ideas our own misappraisals once 
led us to denounce as subversive and untenable. And we must 
cooperate with these men once they gain power. Otherwise, we 
will be sacrificing to the maelstrom of Latin America’s social 
ferment the very last victim we wish to offer: the hope for the 
eventual attainment of widely dispersed human security, dig- 
nity and freedom. 








Agricultural Credit Problems 


in Brazil 


By Ralph von Gersdorff * 


Whereas in industry snd commerce ploughed-back profits serve as 
the principal means oi ca) ital formation, agriculture has not been able 
to rely on its own resources for the provision of its various capital re- 
quirements. During the thirties this was due to the relative impov- 
erishment of export agriculture, through the prevalence of low world 
market prices. There were three “rural moratoria” and debt reductions: 
in 1933, 1938 and 1946—the latter relative to cattle breeders only. A 
large part represented advances which were frozen under the 1946 
“moratorium”. Since 1940 inflation, rising costs and prices fixed at 
an excessively low level by the Federal Government reduced real earnings 
in export and non-export agriculture ,and this was only partially offset 
by rising world market prices. Prices of agricultural export products 
were fixed at a very low level in 1940/42, according to an agreement 
signed with the U.S. Government, as a contribution of Brazil to the 
war effort. At that time, imports were severely cut down due to the 
war in Europe and the mobilization of U.S. industry for war purposes. 
This lack of imports caused an “imported inflation” in Brazil, because 
the excess foreign currency was not sterilized. It was necessary to pay 
exporters in cruzeiros, and the foreign currency they earned (mostly U. S. 
dollars) could not be sold to importers. The development of some 
non-export sectors proceeded more rapidly than that of the respective 
credit facilities. New credit needs arise from “‘colonization’’ projects 
and from the division of estates e.g., coffee estates in the State of Sio 
Paulo, because of inheritance laws which, after the death of the owner, 
divide an estate equally among all his children. The problem of meeting 


* Author of Portugals Finanzen (Public Finance in Portugal). Dr. 
Von Gersdorff participated in Rio in a Harvard research project on 
problems of formation of private capital. 
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the credit needs of medium-sized and small farmers is thus becoming 

more and more acute. 

The flow of labor from agriculture to industry forces the farmers 
to rely upon capital equipment, which, however, many of them cannot 
acquire because of the shortage of credit and capital available for agri- 
culture. As most owners of big estates—their number is not high and 
is diminishing—do not like to economize and prefer to continue to enjoy 
their prodigal living and to buy real estate—also in towns—the amount 
of capital available from saving is not sufficient to meet even the most 
urgent capital needs. Unless there is a sustained expansion of transport 
facilities designed to open up new lands, substantial investment in agri- 
culture is necessary simply to maintain agricultural productivity, because 
of the prevailing custom of ‘mining the soil’. The new roads leading 
to Brasilia, especially the one from Belém and the other from the Acre 
Territory, are first steps in this direction. On the other hand, the en- 
deavors of the Government to take measures against the expansion of 
migrant agriculture (small farmers and laborers shifting from one 
place to another after the exhaustion of the soil) must be intensified, 
because this type of agriculture increases the credit risks. 

There have been serious discussions about the convenience and pos- 
sibility of /and reform as a main condition for progress in agriculture 
and its implications in the credit sector. So far Brazilian economists 
do not recommend land reform for the following reasons: 

1. The inheritance laws already promote the subdivision of the land— 

even to an excessive extent. 

. There is still much suitable, deserted land which has to be dis- 
tributed, mostly virgin land, but there is also fallow-land which 
has already been cultivated. 

3. Fifty per cent of the rural labor is illiterate and very few workers 
can advance to be peasants. Much commercial and technical edu- 
cation is still needed to turn them into efficient farmers. 

4. Also the reverse tendency, the one to concentration, has been ob- 
served,, because the flow of labor to the cities makes mechanization 
necessary; this is only economical if the machines can be fully used 
on big estates. Therefore, cooperatives and companies are formed 
in order to collect the capital and have sufficiently large areas for the 
purchase of tractors, other machinery, fertilizers, insecticides,, seeds, 
etc. 

5. It is also said that “high” taxes on the income of the farmers are 
causing either the gradual fragmentation of the farms, or the forma- 
tion of companies to which lower taxes are applicable. 
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6. It often happens that, when the Government wants to sell small 
plots of land to rural workers on long term credit, the workers are 
not interested in the proposals, since they earn more in industry, 
where wages are adjusted—by minimum wage laws—to inflation: 
this increases the wages beyond the increases of productivity—and 
comprehensive labour laws provide them with some protection 
against the risks and vicissitudes of life (social insurance, etc.)’ 

The National Economic Council in its ‘Report on the Economic Situa- 
tion in Brazil in the year 1958” (p. 52) suggested that land reform 
should not consist in dividing up big estates, but in credits by the ‘Banco 
do Biasil’’ (2) to rural laborers—preferably to those who know how to 
run a small farm, e.g. tenants, half-share tenants (parceiros), partners 
and laborers with small holdings—who want to acquire a small farm. 
The credit should also cover the cost of the construction of the house, 
stables and other expenses for the establishment, such as drainage, etc. 

The individual States are the biggest landowners in Brazil, having large 
areas of uncultivated land, which should be given to laborers individually, 
or preferably, after creating cooperatives to which loans would be granted 
for the establishment of farms. The Banco do Brazil is, up to the 
present, the only bank which grants credits for the construction of houses 
for rural laborers, and the Council suggests an increase of the credit 
limits to reflect the higher costs of construction per square metre. 

Some credit assistance to small and medium farmers—among other items 
also for the repair, renovation and construction of houses—is provided by 
the “Brazilian Association for Credit and Rural Assistance’ (Associagao 
Brasileira de Crédito e Assisténcie Rural, ABCAR). The first branch 
of ABCAR was founded in 1948 in Minas Gerais. In March 1960 it had 
twelve branches in twelve different States. They give technical assistance 
in cooperation with the “Servico Social Rural’ (SSR) of the Federal 
Government. In 1959 ABCAR had 198 local or regional sub-branches, 
in which 500 experts were working, 84° of them being engaged in 
farming activities. In 1959 Cr. 87 million were granted to small and 
medium farmers, all supervised by ABCAR (Crédito Supervisionado), 
with an average of Cr. 43700,00 per loan. Thus, ABCAR only super- 
vises loans given by banks to small and medium farmers, so that the 
banks have more security and, therefore, are more inclined to grant credit 


1(1) Cf. R. v. Gersdorff: Financial Problems of Social Insurance in 
Brazil and Structure and Administration of Social Insurance in Brazil, in: 
Bulletin of the International Social Security Association, Geneva, December 
1960 and 1961. 
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than they would otherwise be without the help of ABCAR. The ABCAR 
branch for the Northeast had 34 sub-branches in that region in 1959, and 
cooperates closely with the “Banco do Nordeste do Brasil”, in which 
experts of FAO are working together with experts on rural credit. 

Agricultural production is lagging behind industrial production to an 
appalling extent. One of the reasons for this is the /ack of rural credit. 
The inflationary influence on agriculture has been great, and at the same 
time there has been discouragement of agriculture by inflation. The first 
is caused by the rising prices of foodstuffs (insufficient Government price 
controls), because of insufficient production (to a large extent caused by 
these controls) and by the coffee price policy of the Government. At 
the time of the 1959/60 harvest, 32.6 million bags of coffee were in 
stock, amounting to a value of Cr. 60.4 billion—all financed by the 
Government.? This enormous sum could have been applied for agricul- 
tural credit purposes, in order to overcome the balance of payments 
deficits, by increasing exports and the capacity to import. The discourage- 
ment of agriculture originates from the fact that the minimum prices are 
generally fixed by the Government in September, when the preparation 
of the fields and the sowing begins in the main agricultural districts, but 
by the time of the harvest inflation has already increased so much that 
the minimum prices are entirely unsatisfactory for the farmers. 


Under the title “Insufficient Agricultural Production’’ the Fundacio 
Getilio Vargas published in its review “Conjuntura Econémica” of De- 
cember 1959 some interesting data. After examining 28 agricultural 
products, it came to the conclusion that during the last two decades the 
increase in production was too retarded, in view of the internal and ex- 
ternal demand for them, due mainly to low prices and low real income 
of the farmers. Production increases were only slightly higher than the 
growth of population. Agriculture had been gravely neglected by the 
former Kubitschek Government. During the period 1948-1958 the in- 
crease of the per capita GNP was 28%, whereas agricultural production, 
including cattle breeding, only increased by 15%. All the other sectors 
expanded much more, especially industry—the pet of that Government— 


2 Cf. R. v. Gersdorff: Central Banking Problem in Brazil, in: Welwitt- 
schaftliches Archiv, Kiel (W. Germany) : Institut fiir Weltwirtschaft, vol. 
85, no. 2, 960. 


$See the Review “Desenvolvimento e Conjuntura”, Rio, November, 
1959. 
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which increased by approximately 60% ! GNP per capita increased on an 
average of 3% p.a., whereas agricultural production per capita only rose 
by 1.5% p.a., and industrial production by 6%. Rising purchasing power 
and the process of urbanization by industrialization— but with low in- 
comes per capita still prevailing—require a considerable increase of 
agricultural production, because at this stage of development any in- 
crease of income creates a demand for simple agricultural products. Only 
after further increases of income will there be a rising demand for first- 
rate goods, and foodstuffs of higher quality. 

As 90° of the exports still consist of primary products, a big effort 
has to be made to promote agriculture mainly by mechanization, for which 
much more credit facilities will have to be created, in order to increase 
exports as well as the capacity to import, and thus to eliminate the balance 
of payment difficulties. Technicians in the Ministry of Agriculture esti- 
mate that there were 35,000 tractors operating in Brazil in 1955; 1.¢., one 
tractor per 604 hectares (1958: 470) as the area utilized by agriculture 
was calculated to be 21,165,000 hectares (only 2c of the total territory 
of Brazil) in 1955 (1958: 23,000,000). Land which can be cultivated 
amounts to 800 million hectares, out of which 30° can be operated by 
agricultural machines. The ‘Development Council’’ (Conselho do De- 
senvolvimento), the general planning office of the Government of Brazil, 
in a study relating to the mechanization of agriculture, estimates that there 
are actually 72,000 tractors in operation in Brazil.* Official statistical 
data published in 1959, for 1955, gave the figure of only 48,778 tractors. 

The State of Sido Paulo absorbed approximately 40° of all the im- 
ported agricultural machinery. There are, in total, 140 different makes of 
tractors in Brazil, for which technical aid is lacking. Import duties for 
agricultural machines are low, but the dollar exchange rates fixed by the 
Government for certain machinery are in the general category, with an 
agio of Cr. 200,00, whereas the rates for the automobile industry are 
much more favorable. The more mechanical farms have the following 
crops—in decreasing order: rice, cotton, corn, sugar cane, coffee. 53%; 
of the enterprises producing corn are mechanized: 50° of those produc- 
ing rice; coffee 41%; sugar cane 27%; and cotton 209%. Only 3.5% of 
the agricultural enterprises, with an area up to 29 alqueires (1 alqueire— 
24,200 square metre) are mechanized; from 30 to 99 alqueires, 22°, 
from 100 to 299 alqueires 40%! more than 300 alqueires, 637. Ac- 
cording to the census of 1950,, only 1% of all Brazilian farms were fully 


‘Jornal do Commercio, Rio de Janeiro, January 29, 1960. 
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mechanized, whereas in the U. S. in the same year approximately 48.8% 
of all farms were operated with machines. There was one tractor for 
each 47.6 hectares cultivated land available in the U.S. in that year®; in 
Europe, in 1958, there was one tractor for each 150 hectares. In order 
to reach the European standard, twice the number of tractors in current 
use in Brazil will have to be put into service (app. 150,000). Without 
an extension of the cultivated area, this is not at all probable. 


Since 1957 there has been a rapid advance of manufacturing plans for 
passenger cars, jeeps, station wagons, buses and trucks (circulation of 
trucks in 1950: 192,023; in December 1959: 389,000), but strangely 
enough, tractors and many other types of agricultural machines are not yet 
produced in Brazil, so that there are plenty of cars produced in Brazil, and 
also imported luxury cars, available,, consuming mostly imported gaso- 
line (Brazilian oil wells only supply 20% of the demand) without any 
restriction. There is also no special tax for the sale of gasoline to pas- 
senger cars. The reason for the preference given to passenger cars is 
the fact that farmers were interested in cheap, imported tractors, subsidized 
by the Government with special exchange rates, and not in expensive 
national tractors. Tractors and other agricultural machines have always 
been imported with especially low rates of exchange. Only after the 
establishment of an automotive industry with an existing potential to 
produce approximately 70% of the parts needed for the production of 
tractors in the country, the opinion of the farmers is said to have changed, 
even to the point that they are willing to pay more for the tractors, be- 
cause they are produced in Brazil. It is hard to believe this latter point, 
which is put forward by those who are interested in the establishment 
of a national tractor industry (GEIA, bankers, industrialists, etc.). On 
the other hand, it has always been difficult to get spare parts, except for 
Ford tractors and a few other makes: 40% of the tractors operating in 
Brazil are Ford tractors. The plan to establish a tractor industry by 1960 
was ready for execution. The price of a locally produced tractor of 40 
HP is calculated to be for the farmer Cr. 550,000 (the equivalent of 
locally produced Volkswagen and Willy’s Dauphine passenger cars), thus 
making it more expensive than an imported tractor, for which Government 
subsidies are granted to compensate for the ‘exchange forfeit’ prac- 


° Cf. Deutsch-Suedamerikanische Bank: “Brasilien” Hamburg, 1956, 
p. 79. 
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ticed with coffee and cocoa (prices for imported passenger cars are more 
than three times higher.) 

Five year loans from the Banco do Brasil are planned for farmers who 
wish to buy a tractor made in Brazil. Up to the present, imports of agri- 
cultural machines, including tractors, were supervised by the “Comissio 
Permanente de Revenda do Material”, to which a representative of the 
Banco do Brasil was attached to deal with the financial side of the dis- 
tribution of machines. Farmers have been paying down 25° of the 
factory price of the machines and the balance over the following three 
years. As mechanization of farms is only economical for farms with an 
area exceeding 10 hectacres, more than half of all Brazilian farms— 
which occupy, however, a relatively small part of the whole agricultural 
production— cannot mechanize, unless they combine to form societies, 
preferably cooperatives, which are exempt from taxes according to the 
Federal and State constitutions, and which obtain credit facilities from 
the ‘‘National Co-operative Bank” (Banco Nacional de Crédito Co- 
operativo).” 

Only the Banco do Brasil, through its “Agricultural and Industrial 
Credit Department” (Carteira de Crédito Agricola e Industrial—CREAI) 
and its “General Credit Department’ (for small and medium amounts), 
the “Department for Colonization”, the National Co-operative Bank and, 
on a much smaller scale, the similar departments of some of the State- 
owned banks (the States own the majority of the shares of these banks) 
and semi-official banks, offer different types of medium- and long-term 
credit adapted to the special requirements of agriculture. The ‘National 
Development Bank’’ (Banco Nacional de Desenvolvimento Econémico- 
BNDE) grants loans for the construction of silos, cold storage and 
slaughter houses, but this is done only to a very limited extent. The 
BNDE has also received a loan of 18 million dollars from the Export- 
Import Bank for the acquisition of agricultural machines and their sub- 
sequent sale to farmers. In order to facilitate the import of agricultural 
equipment by Brazilian importers within the framework of the agricultural 
authorization program (Decree No. 40260), the BNDE has granted 


® Cf. Jornal do Commercio, Nov. 20, 1959. 

7 Cf. R. v. Gersdorff: The National Cooperative Bank and the Coopera- 
tives in Brazil, in: Year Book of Agricultural Cooperation 1961, London 
W.C.1., The Plunkett Foundation for Co-operative Studies, 10 Doughty 
Street. 
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guarantees for the financing by foreign firms in the amount of $4 mil- 
lion, until the end of 1957. In addition to these short-term bank credits, 
extended also by commercial banks, farmers are largely financed by credit 
provided by merchants, exporters and processors (e.g. cotton ginners and 
others), who in turn are financed by banks. When the ultimate pro- 
ducer is a tenant, he will often be financed by his landlord, who, in turn, 
will be financed by a merchant or a bank. Although the Banco do Brasil 
has 435 branches in Brazil (Dec. 31, 1959) and can use offices in any 
place or use banks and cooperatives for its services, it does not provide 
all the credit in agriculture and cattle breeding. The lack of specialized 
banks for rural credit has often been criticized. By Decree No. 24641 
of 1934 the establishment of a ‘National Rural Credit Bank” was author- 
ized, but this Decree has never been implemented, and in 1937 the CREAI 
was organized. Conducted as a public service, CREAI is operating 
at a loss. We give a description of its functions and achievements in 
the following paragraphs. 

According to its articles of incorporation (approved in 1942 and modi- 
fied in 1952 and 1956) the Banco do Brasil may grant credits not ex- 
ceeding Cr. 100 000,00 for periods of not more than three years to small 
farmers for the financing of agricultural and cattle breeding activities, 
and for the financing of home and handicraft industries. The borrowers 
can be exempted from furnishing of collateral securities, but they must 
provide satisfactory assurance that they themselves intend to pursue the 
activities for which the loan is requested, and their applications and 
technical or professional competence must be satisfactorily proved. 

The Banco do Brasil may not acquire real estate which is not required 
for its own use, subscribe or buy shares and other securities for its 
own account, operate with shares of other banks as exclusive collateral 
security, and grant credit, borrow, buy or sell anything to its directors and 
employees, with the exception of a sum not exceeding Cr. 60 million, 
which can be granted to the special institution of the Bank for credits 
to its personnel. Special assistance must be given by the CREAI to co- 
operatives. The Bank’s loans, with the possible exception of those 
granted to small farmers, are secured by a crop or livestock lien, or by 
a real estate mortgage, a warehouse certificate, securities, or by a written 
guarantee (deed of suretyship, surety warrant). In order to finance the 
operations of the CREAI, the Bank can issue mortgage notes and mortgage 
bank bonds and rediscount these types of papers, and rediscount also loan 
contracts secured by rural liens. On the 31st December 1958, there were 
mortgage notes and bonds to the value of Cr. 706.4 million in circulation 
(31.12.1959: 752.1), Cr. 3.6 billion were sight deposits belonging to the 
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CREAI, and Cr. 45.4 billion were borrowed from the ‘‘Rediscount Depart- 
ment” of the Bank and other sources. As a considerable number of 
loans prove to be unproductive, with the result that CREAI operates at a 
loss, a good proportion of these issues has most inflationary effects. 

The director of CREAI is chosen from among the Board of Directors 
of the Banco do Brasil, which is elected in the General Assembly of share- 
holders (in which the Federal Government has the majority), and is nomi- 
nated by the president of the Banco do Brasil who, in turn, is nominated 
by the President of the Republic. CREAI grants agricultural, livestock, 
industrial, mixed (agricultural and industrial) and mortgage loans, as well 
as credit to cooperatives and for investments. The condition for granting 
a credit is not that the borrower can show that his property is registered 
(land registers are missing in most places), but that he can prove his 
qualification as a farmer and the CREAI must be convinced that the 
borrower has a financially sound enterprise and has sufficient means of his 
own to ensure that by the application of the credit the objective will be 
achieved. 

The credit terms for the different financing purposes are as follows: 

1. Agricultural loans: 


Up to 1 year: harvest costs, costs for storing, conservation and 
transport of goods which will be sold after a short time. 

Up to 2 years: financing of work in the fields, including har- 
vests and transportation to local markets, acquisition of fer- 
tilizers, seeds, insecticides, fungicides and implements. 

Up to 4 years: financing of the acquisition of vehicles, agricul- 
tural machines and animals for traction, construction, acqui- 
sition or enlargement of premises and machinery park, 
including building of rural schools in places where there are 
at least 30 pupils, situated at least 6 kms from the nearest 
school. 

Up to 5 years: financing of the replanting of perennial crops 
destroyed by catastrophes (caused by bad weather conditions, 
pest or plant sicknesses), acquisition and installation of 
machinery for the processing of agricultural products. 

Up to 8 years: financing of the improvement of productivity, 
planting of perennial crops which yield economically after 
two years subsequent to the planting. 


8 Cf. Mario Orlando de Carvalho: ‘“Orientador Bancarho e Cambial”’ 
Revista Bancaria Brasileira, Rio, 1959—p. 433. 
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1. Loans for cattle breeders: 


Up to 1 year: purchase of cattle for fattening, and purchase of 
forage. 

Up to 3 years: purchase of cattle for breeding purposes, fin- 
ancing of breeding, acquisition of implements,, vehicles and 
animals for the preparation of pastures. 

Up to 5 years: purchase of cattle in general and of selected cattle 
for breeding, of milk-cows for farms which are near con- 
sumers centers, acquisition of machines,, establishments of 
poultry farms in regions which are situated near consumers 
centers. 

Up to 8 years: improvement of the productivity of cattle 
breeding farms. 

CREAI also finances mixed enterprises, i.e., agriculture and cattle 
breeding, or agriculture and industry. With a maximum period of 15 years 
CREAI grants /oans for the acquisition of land, subject to the conditions 
that the loans are used for the following purposes: 

I. Acquisition of small plots of land near already established farms 
which require them for their cultivation and transport. 

II. Purchase of small plots of land and financing of agricultural im- 
provements, demarcations, building of premises, etc. These credits are 
granted preferably to laborers, tenants or partners. 

III. Establishment of agricultural colonies for national or foreign en- 
terprises, which are licensed by the Ministry of Agriculture for the execu- 
tion of the respective colonization plan. 

The definition of what shall be considered a “small property’’ is made 
by CREAI according to the special circumstances of each area. The pay- 
ments of these credits are preferably effected by issues of mortgage notes. 
The Banco do Brasil can receive lands which are owned by the States 
or the Federation (the States are the biggest land owners) as a donation 
and sell them in small lots through CREAI to peasants or agricultural 
colonies. CREAI grants credits up to a maximum period of fifteen years 
for the construction of silos, cold storage, warehouses, irrigation, wells, 
afforestation and reafforestation schemes, measures against soil erosion 
and for soil conservation, and the construction of markets for the sale of 
agricultural products. 

The Banco do Brasil can control the application of the credit granted, 
the progress of the financed activities and examine the books and accounts. 
The borrower has to pay a commission to the Bank (generally 149% of 
the total amount of the credit) after signing the credit contract, in order 
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to finance the control services of the Bank. Borrowers who are owners 
of small farms or rural or home industries may be exempt from payment 
of this commission. Credits of not more than Cr. 100,000 to small 
farmers can be exempt from all the securities, collateral or //ens usually 
required in order to obtain the credit—liens are checked by persons nomi- 
nated by the Bank for this purpose. The borrowers are charged with 
the checking cost. Credits are limited by the value of the liens. They 
may not exceed 609% of that value; in the case of commercial liens (goods 
in store) they may be increased to 80%. Major credits are permanently 
controlled by officials of the Bank, appointed by the President of the Bank. 
The borrowers are obliged to pay the fees of these officials. 

The Banco do Brasil established a fund for the insurance of all these 
liens, securities and risks, including cattle sicknesses, epidemic diseases of 
cattle, pests, frost, hail, drought, floods and other calamities. If activity in 
a particular branch of insurance is not permitted to the Bank, CREAI 
makes special agreements with private insurance companies, which are 
considered reliable by CREAI. There is also a semi-official company, the 
“Companhia Nacional de Seguro Agricola”, which is operating in this 
field. 

According to the report of the director of CREAI in 1958, a total of 
95473 loans were granted by CREAI to the value of 33.2 billion cruzeiros 
(i.e., 3,266 loans, to a value of Cr. 0.57 billion, more than in 1957), out 
of which 48.8% to a value of Cr. 19.5 billion (1957: 18.0) to agriculture; 
15,791 to a value of Cr. 5.2 billion (1957: 14091 at 4.3) to cattle breed- 
ing; and the rest to industry, cooperatives and other purposes, such as pur- 
chase of real estate, investment, etc. 11407 to a total value of 2.8 billion 
cruzeiros were granted in order to finance the rice harvest (2489 to a 
value of 700 million cruzeiros more than in 1957). Similar increases 
were achieved for wheat (275 million more), sugar cane (261) and 
coffee (60). Special attention was given to the improvement of culti- 
vation methods and the equipment of the farms for which the number of 
loans rose from 3,501 with a value of Cr. 1.23 billion in 1957, to 5056 
with a value of 1.59 billion in 1958. In the livestock sector a sum of 
Cr. 189 million more than in 1957 was granted, in 1958, for fattening 
or wintering, Cr. 144 million more for the breeding of cattle, Cr. 84 mil- 
lion more for the production of milk, and Cr. 70 million more for breed- 
ing in general. 

The director of CREAI has admitted the urgency of extending credits, 
in addition to other forms of production in order to achieve a greater 
diversification of agricultural production, and to provide greater protection 
to the small farmers by means of rural credit; the more so, as their liquidity 
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was satisfactory in 1958. It is recognized that only by substantial increases 
in the earnings of this class (which embraces the majority of the Brazilian 
people) can sufficient purchasing power for the marketing of new indus- 
trial output be created. Much more promotion for agriculture than was 
granted by the Kubitschek Government must be provided in order to 
construct a firm basis for the recently established industries. Otherwise 
one cannot refute, as being without foundation, the argument which con- 
cludes by summarizing Brazilian industries as being “artificial. On the 
other hand, the Government cannot do everything at the same time, 
and has given priority to industrialization. As to CREAI, its bureaucratic 
processes of granting loans will have to be simplified and accelerated con- 
siderably. 


For the financing of agricultural colonies there was established in 1954 
and incorporated into the Banco do Brasil in 1956 a “Department of Col- 
onization”’ (Carteira de Colonizacao). Its rules were approved by Decree 
No. 41.093 of March 6, 1957. This Department deals only with the estab- 
lishment of “‘colonies’’ of small farmers, including schools, health service, 
technical aid, transport, machines, ,etc. The loans which are given for 
not more than twenty years bear interest rates ranging from 8% to 10%. 
“Establishment” credit for a period of two years for the subsistence of 
the colonists during the time of clearing the woods, construction, cultiva- 
tion, sowing, etc., is also granted. 


The Colonization Department is financed by: (a) public funds (one bil- 
lion cruzeiros) furnished by the Federal Treasury in five annual instal- 
ments of Cr. 200 million each; (b) net proceeds of the sale of mortgage 
notes of the Banco do Brasil, exempt from taxes, payable to bearer, 
maximum term twenty years, interest rates fixed by SUMOC; (c) returns 
of the sales of land (which is donated to the Banco do Brasil by the 
Federation, the States and Municipalities) to individual colonists, to 
cooperatives and to colonization companies; (d) funds which were granted 
to the Federation according to colonization conventions with foreign states 
or institutions; and (e) proceeds of loans which are granted to the Banco 
do Brasil in Brazil or abroad, for the purpose of colonization. All of 


these are guaranteed by the Federal Treasury and may not exceed Cr. 2 
billion. 


The mortgage bills issued by the Banco do Brazil are negotiable on the 
stock exchanges and issued for a maximum term of twenty years at interest 
rates which are fixed by SUMOC. Reimbursement takes place by draw- 
ings which may not exceed 2% of the total issue. The mortgage notes 
have a special guarantee of the Federal Treasury and are exempt from all 
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Federal taxes. These operations are controlled by the Ministry of Finance. 
The loan and reimbursement service can also be effected by the issue of 
mortgage notes at par. The other provisions regarding liens, etc., are 
similar to those of CREAI. The Colonization Department is administered 
by a director, who is freely chosen and appointed by the Director of 
the Republic. He has the same rights and obligations as the other 
directors of the Banco do Brasil. The Department is represented in the 
“National Institute for Immigration and Colonization’, where it can par- 
ticipate in the formation and execution of the colonization policy. 


By Decree No. 45770 of April 8, 1959 a “Colonization Fund” (Fundo 
de Colonizacio) was established in the National Institute for Immigation 
and Colonization for the financing of pre-existing and new colonies, and 
for repayments, for guarantees of credits granted by the Banco do Nordeste 
do Brasil to colonization enterprises or individual land owners in colonies 
established by the Institute, which has to deposit securities in order to 
indemnify repayments or instalments not paid by the colonists. The Fund 
receives an allocation of at least 10° of the ordinary revenue of the 
Institute, together with certain yields derived from the Federal Govern- 
ment’s property. 

By Decree No. 35702 of June 23, 1954, a “National Council for Rural 
Credit Administration’’ (Concelho Nacional de Administragao dos Em- 
préstimos Rurais — CNAER) was was constituted, whose function it is 
to study, direct and control the application of agricultural and livestock 
credits granted by the Banco do Brasil. It is directly subordinated to the 
President of the Republic, and consists of the following personalities: A 
representative of each of the following Ministries: Finance, Agriculture, 
Transport & Public Works, Labor, Industry & Commerce; the Managing 
Director of SUMOC, the Director of CREAI, the President of the National 
Cooperative Bank, of the Brazilian Rural Confederation, the National Agri- 
cultural Insurance Company (Companhia Nacional de Seguro Agricola), 
and a representative of the National Agricultural Society (Sociedade Na- 
cional de Agricultura). The CNAER has technical, administrative and 
financial autonomy, but its president and managing director are freely 
chosen and appointed by the President of the Republic. 


Among its other functions, the CNAER has the following: the estab- 
lishment of selective criteria for priorities of rural credit; the super- 
vision of rural credit operations executed by banks; the fixing of interest 
rates for rural credits after consulting SUMOC, and also after due assess- 
ment of the necessity of recuperation of exhausted soils or soils in process 
of exhaustion; the provision of advice in respect of applications of banks 
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to establish themselves in rural areas with departments for rural credit, 
approving their statutes, organizing a nation-wide net of rural credit in- 
stitutions; promoting the establishment of land registers, together with the 
“Instituto Brasileiro de Geografia e Estatistica’’ and the Agricultural De- 
partments of the States; establishing “Rural Missions’ (in cooperation 
with the Federation, the States and the Municipalities) which have the 
task of providing educational and social help to the farms and colonies; 
each of these missions contains a ‘Rural House”’ staffed by an agricul- 
tural engineer with three assistants. He gives direct technical aid to all 
the farmers and cattle breeders of his region, including the distribution of 
selected seeds and young plants (seedlings), fertilizers, harvest aid, aid 
for the processing of the products, soil analysis, etc. 

The CNAER may install Regional Councils for Rural Credit Adminis- 
tration in the States and Territories which then become the representative 
of the CNAER and carry out studies of their regions and submit them to 
the CNAER. At the disposal of the CNAER, a “Fund for Modernization 
and Recuperation of the National Agriculture’ has been established in the 
Banco do Brasil, deriving its means from the Federal Treasury through 
channeling part of windfall export profit proceeds into the Fund (multiple 
exchange rates, since December °0, 1959, SUMOC Instruction No. 192, 
only for coffee, cocoa, castor seeds, mineral crude oil and oil products). 
The Banco do Brasil pays 2% p.a. for deposits in this Fund (Capitalized 
every half-year) which amounted to Cr. 4.4 billion on December 31, 1959. 
The CNAER applies the means of the Fund for rural credits through the 
CREAI, other banks or cooperatives, after consulting the ‘General Inspec- 
torate for Banks”. The credit terms run from one to twenty years, ac- 
cording to the financing operation. Applicable to all rural credits a com- 
mission of 149% is charged on the outstanding debt after granting of the 
credit, and thereafter annually this has to be paid by the borrower to 
CREAI for its control sevices, or to the CNAER, if the control has been 
exercised by that Council. If the Banco do Brasil has no branch office 
in a particular region, the CREAI has to establish an office there, charg- 
ing one of its officers, or another person capable of performing banking 
operations, with the service. These officials have to instruct the farmers 
of their region regarding the availabilities of rural credit and must also 
study their credit needs. The officials have also to process all the credit 
applications without delay, and must personally procure all the required 
documents; moreover, every three months they must send to the CNAER 
statistics regarding production, exports, imports, and other data which may 
contribute to an improved knowledge of local conditions, including the 
financial situation of the tarmers and cattle breeders. 


—. oo: oo 
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To banks, savings banks and rural cooperatives, which are established 
under the guidance and patronage of the CNAER, the Fund grants a 
credit up to three times their paid-up capital. They may not operate 
outside their region or Municipality. They are obliged to apply the major 
part of their funds for credits to medium and small farmers and cattle 
breeders. They are favored by tax exemptions and other advantages 
which Congress might grant them. Rural credits may also be granted to 
foreigners and tenants. They have to be of a long-term (4 to 20 years) 
and low interest nature. Terms, interest rates and other conditions are 
established by CNAER. Preference is given to farmers who live perma- 
nently on their farms. 


Credit contracts with CREAI, banks, savings banks or cooperatives can 
be secured by mortgage notes, promissory notes, warehouse certificates 
and ordinary mortgages. Borrowers must guarantee that they pay the sal- 
aries of their workers and their taxes punctually, that they will not use the 
credit for purposes other than those stipulated in the credit contract, that 
they will allow full supervision by the creditor and insure the financed 
property by an insurance covering all the risks until the loan is entirely 
repaid (the insurance policy must be made out to order of the creditor). 

The CNAER can also employ technical personnel for its services. Its 
establishment, travel and current expenses are paid by the Fund, but may 
not exceed Cr. 10 million per year, including the emoluments of the 
director, which are equal to those of the managing director of SUMOC. 

Special credits have been granted by CREAI to coffee and wheat 
growers, as well as to cattle breeders who have suffered /osses from frost 
and drought. 

By law No. 3253 of August 27, 1957 four new rural credit instruments 
were introduced. Three of them can be translated as “rural mortgage 
notes’’:‘‘Cédula Rural Pignoraticia” (only movable mortgaged property), 
“Cedula Rural Hipotecaria” (mortgaged real estate) and “Cédula Rural 
Pignoraticia ¢ Hipotecaria’”’. The fourth is the “Promissdéria Rural’, the 
rural promissory note. Credit can be granted by banks in the form of 
these new credit papers. The first is a paper which guarantees to the 
creditor that he can dispose of the mortgaged goods, hiring them out in 
the event the debtor not paying as stipulated in the credit contract. 
The second is a paper which certifies the mortgage of real estate: this must 
be accurately described and registered in the land register. The third 
guarantees to the creditor mortgaged goods and the mortgage of real 
estate. Purchases on credit and forward purchases of agricultural and 
live stock products can be effected by the issue of rural promissory notes, 
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if they are sold directly by the farmers or proprietors of rural land. Pay- 
ment in cash is promised on the notes, and is secured by the goods in 
question. The Fund also provides means for the “National Cooperative 
Bank” (Banco Nacional de Crédito Cooperativo). Technical aid, but not 
yet including financial aid, is supplied to agriculture by the “Casas da 
Lavoura’’ (Houses for Agriculture), the ‘“Chefias de Extensao Agricola” 
(Directories of Agricultural Expansion and the ‘Delegacias Agricolas”’ 
(Agricultural Delegations), especially the State of Sao Paulo, where 177 
of these institutions were functioning in 1960. In order to avoid specula- 
tion with agricultural goods, a network of silos has been constructed in that 
State, and also in others, but in 1960 their number was still far from 
being sufficient for the needs of the country, which suffers considerably 
because of lack of transport, especially rail transport, which was neglected 
by the Kubitschek Government. There is still a big lack of specialized 
agricultural credit institutions in Brazil, which various reform plans want 
to overcome. We shall return to these, plans at the end of this chapter. 


Besides the above mentioned facilities for small farmers, state and semi 
official banks also provide comparable service, e.g.,, the Banco Mineiro de 
Producio, Banco de Crédito Real de Minas Gerais, Banco Hipotecario de 
Mina Gerais, and the Banco do Estado de Sio Paulo. Also the Banco do 
Estado do Rio de Janeiro, executing the “Plano Piléto do Acao Agraria 
do Governo do Estado do Rio” (Pilot Plan for the Promotion of Agricul- 
ture of the Government of the State of Rio) in February 1960 granted 
a credit of Cr. 50 million to small farmers through its Economic Devel- 
opment Department (Carteira de Desenvolvimento Econémico). Farmers 
working their land themselves, not owning more than 100 hectares and 
not producing goods to a value of more than Cr.200,000 p.a. can apply for 
credits up to 50.000,and are not required to supply any guarantees, secur- 
ities or liens. The Bank of the State of Rio only employs 2.5% of its 
means for agricultural credit; the major part is used for discounts (89% ) 
and current )account credits (8.9%). The rural credit of this bank is 
financed by official funds (State of Rio) and by funds of the Brazilian 
Coffee Institute (Instituto Brasileiro do Café—IBC). Other semi-official 
banks also employ only a small percentage of their funds for agricultural 
and live stock credit. Some State banks provide no rural credit at all, 
and those who do, concentrate too much on a few products. 


Private banks only grant short-term agricultural and live stock credit, 
generally for not more than four months, largely against promissory notes. 
Generally it can said that agricultural credit in Brazil is too extensively 
granted on short-term, commercial basis rather than on a long-term, or at 
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least-medium term financial basis, with the above mentioned exceptions. 
Some State banks supply medium-term credit for the improvement of 
properties on a very small scale; not much more is supplied by CREAI. 
But the important perennial crops, coffee and cocoa,, require considerable 
medium-term credits for planting, and relatively little credit between the 
crops. Very little long-term credit is available from institutions. Crop 
mortgages cannot be constituted except by the landlord, or with his con- 
sent, and only after the crop has been planted. Brazilian law also recog- 
nizes the crop mortgage bill which is negotiable, but is used only to a 
minor extent. Real estate and other property purchases are financed by 
ordinary mortgage credit and through the so-called ‘‘compromisso de 
compra e venda”’ which is an instalment sale. The buyer obtains immedi- 
ate possession of the property and his future claim to ownership is valid 
against third parties; the seller retains ownership until payment of the 
final instalment. The ‘‘compromisso’’ frequently coexists with a mortgage 
securing a loan granted to the seller of the property by a financing institu- 
tion. Negotiable mortgage certificates (letras hipotecarias) may be issued 
by especially authorized banks as a means of financing their mortgage 
loans, but they are used only to a minor extent. 


Producers pay extremely high interest rates to merchants. Processors 
often obtain a special advantage through an option on the crops of the 
producers they have financed. Rates charged on agricultural credit by 
private banks are rarely below 12%, the maximum according to the 
usury law. CREAI and some of the State banks and semi-official banks 
advance rural credit at interest rates from 4% to 8% (mostly 7°), plus 
certain charges which often considerably enhance the effective costs of 
these loans. 

The small farmers suffer most by these bad credit and interest condi- 
tions, even those who can offer securities as well as guarantees and prove 
sufficient liquidity. The tenants, who are responsible for a large part of 
the agricultural production in Brazil, get practically no bank credit facili- 
ties at all, because they are not able to offer sufficient guarantees, which 
also depend on their landlords. Small farmers applying for credit of not 
more than Cr. 50,000 represented 60% of all the credit applicants of 
CREAI in 1958, but only 10% of the total value of the loans of the 
CREAI were granted to them. Even if those applying for credit under 
Cr. 100,000 were included, the latter percentage only reaches 15%. 

The rural loans of CREAI to small farmers are thus, in value terms, a 
very small proportion of the total. In general, banks favor the big 
producer. Insufficient technical aid—with a few exceptions, such as the 
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State of Sio Paulo—and the relatively modest development of cooperatives 
makes it difficult to grant credit to small producers. However, as is shown 
above, efforts are being made to extend greater credit facilities to small 
owners. Credit costs are high, because there is very /ittle competition 
between the banks which grant rural credit. We came to know in 1959 
of one case of effective competition in the little town of Jau (State of Sao 
Paulo) where an official of CREAI gave bad and delayed service, with the 
result that farmers applied for loans to the branch of the Bank of the 
State of Sao Paulo (Banco do Estado de Sao Paulo), a bank with a very 
efficient and swift reacting staff. 

The rural credit of all banks active in that line of business favors coffee, 
rice, sugar cane and wheat production. Other products, as for instance 
those of the subsistance economy, are much neglected. Banks in many 
regions avoid the financing of cereals, because of the lack of storage and 
transport facilities. For the above mentioned four products, CREAI 
granted 75% of all its rural loans in 1958. There was not much left 
for the others: 


Main Crops Financed By CREAI: 


(In million cruzeiros) 


1954 1955 1956 1957 1958 1959 
Coffee 3955.5 3342.4 5958.2 6780.5 6442.3 7971.1 
Rice 1302.1 1259.9 1612.5 2167.7 2879.2 4832.6 
Sugar Cane = 1277.7 1525.5 1475.8 1945.8 2207.4 3012.3 
Wheat 327.6 531.7 967.0 1574.9 1850.7 3012.7 
Cotton 673.1 795.9 845.9 807.5 880.8 1378.6 
Cocoa 65.5 98.5 156.2 309.4 186.7 250.3 
Cassava 88.7 62.6 104.1 155.0 149.5 221.1 
Beans 58.5 54.5 98.2 127.3 133.0 237.5 
Corn (maize) 386.3 437.6 634.8 743.9 739.3 1502.2 


This distribution of rural credit shows that the great majority of the 
crops is left without any financial help from CREAI. The reason for this 
is that those which are financed are better organized and much more capi- 
tal is invested in them. It also shows that there are not enough banks 
or other credit institutions which supply rural credit. 

The insufficient distribution of rural credit and the neglect of some 
crops were already contributing to difficulties in the system of food supply 
to Rio and Sao Paulo (meat, beans, eggs, etc.) in 1959. By far the 
best supplied sector with regards to rural credit is, quite naturally, 
coffee, since it is the most important export crop. However, in this 
sector also there are complaints that the credit supply, especially in the 
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State of Sio Paulo, is not sufficient. 609% of the value of one harvest 
is generally financed by CREAI on the basis of the average unit prices 
prevailing in the different coffee regions. In 1958 the maximum pro- 
duction up to which normal financing is guaranteed to the farmer was 
increased from 30 bags (each bag containing 40 kgs of unshelled coffee 
beans) to 40 bags harvested per 1000 coffee trees. If the farmer can 
prove that his costs include the financing for irrigation works and pro- 
tection against soil erosion or pests and plant diseases, he can obtain 
credit up to 50 bags per 1000 coffee trees. These maxima were criti- 
cized in October 1959 as being too low, so that credits conceded by 
CREAI no longer covered expenses which rose considerably during 
1959—a year which saw the highest inflation ever experienced in Brazil. 
At the same time coffee fell, so that farmers had to produce more to 
obtain the same value. In consideration of these criticisms, CREAI 
increased the maximum production, but only for some regions (Cam- 
pinas, etc.) in the State of Sao Paulo, where it was raised to 60 bags 
per 1000 coffee trees, to provide for the farmer who wanted to use 
the extra credit for improvements such as construction of drying terraces 
for coffee berries, acquisition of shelling machines, irrigation and anti- 
soil-erosion works. As an exception, for the 1958/59 and 1959/60 
harvests the costs of planting other crops between the rows of coffee 
trees were also financed. To liberate a mortgaged property, 80% of 
its value had to be paid to CREAI. However, for the 1958/59 crop 
this percentage was reduced to 60%, provided that the rest of the crop 
was sufhcient (with the prices established at that time) to cover the 
balance of the outstanding debt to be paid to CREAI. For 1959/60 
longer terms for repayment were fixed to cover the possibility that the 
harvest could not be sold immediately, and new credits were granted 
when the lien (the harvest) remained ‘‘at order’ of CREAI and it was 
proved that there were difficulties in selling it, and that no intentions 
to speculate with it existed. The coffee growers were thus enabled to 
sell without haste (generally a loss-producing factor) and had sufficient 
time to sell on the most advantageous markets. Production limits per 
1000 coffee trees were established in order to avoid the use of credit 
proceeds for other than productive purposes, such as the construction 
of swimming pools, pleasure trips to foreign countries, etc. Farmers 
who produce more than the established maximum can only obtain more 
credit than those producing the maximum or less, if they can prove 
that they are going to make substantial investments for the improvement 
of their existing production, for mechanization, planting of other crops, 
extension of their arable land, etc. The general intention is to promote 
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productivity increases up to and beyond the current fixed maximum of 
60 bags per 1000 coffee trees. Pressure on the part of the coffee growers 
in Congress and Government prevented CREAI from eliminating per- 
sistent marginal producers by refusing to grant credit when the production 
fails to reach a specific minimum figure. Moreover, the coffee price 
fixed by the Brazilian Coffee Institute is too high, so that marginal 
producers are not restrained from persisting in their anti-economical 
production. However, a campaign was launched for the 1959/60 
harvest by the Federal Government, which made the sum of Cr. 1 billion 
available for the renovation of coffee production. If the farmer elim- 
inates at least three uneconomical trees for each new one planted, he 
will get—with a maximum of 50,000 and a minimum of 5,000 new 
trees planted—Cr. 50,00 for each tree as bonus (Cr. 15,00 for the 
eradication of three trees, Cr. 20,00 for each new tree during the 
first year, Cr. 10,00 for the second year, and Cr. 5,00 for the third 
year). The 7% p.a. credits are granted for a term of six years. Dur- 
ing the first three years the borrower has no charges at all. Beginning 
with the fourth year, he has to repay the principal plus capitalized inter- 
est as well as 7% on the balance due, on each October 30th: 20% in 
the fourth year, 30% in the fifth, and 50% in the sixth and last year. 

We mention the financing of the coffee harvest in the State of Sao 
Paulo merely as an example. There are many variations for the other 
States and other crops, but generally it can be said that comparable 
systems are operative, e.g., for corn and potatoes in the South. The 
intention of CREAI is to increase productivity by increasing credit 
facilities for the progressive farmer. I was told by the ‘Planning and 
Studies Division of CREAI” that much has still to be done in the 
field of education in order to achieve the greatly desired expansion of 
rural credit. The overwhelming majority of the farmers are small 
stubborn individualists. It will still take much time to convince them 
that they should accept technical instruction given by agricultural engi- 
neers of the Government and that they should unite in order to form 
cooperatives and by so doing qualify themselves for rural credit. The 
big “feudal’’ land owners have already become a small minority and 
constitute an ever-diminishing class, so that waste in the form of prodigal 
living is also decreasing. From the beginning of its activities in 1938 
up to 1958, CREAI conceded 708,648 agricultural and livestock credits. 
As the same farmer receives several credits, CREAI estimates (Report 
for 1958, p. 6)—admittedly an optimistic forecast—that in total about 
350,000 farmers have already benefitted by rural aid from CREAT; 
however, the total number of agricultural and livestock enterprises 
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amounted in 1957 to 2,064,642! 

One of the factors contributing to the unjust and inequitable distri- 
bution of rural credit is the fact that the operation is concentrated in 
four States, which absorbed, in 1958, nearly 80% of this type of credit 
granted by CREAI: Out of a total of Cr. 24.8 billion, Cr. 19 billion 
were allocated to important agricultural producers and cattle breeders in 
the States of Sao Paulo (Cr. 7.8 billion, or 31.59), Rio Grande do Sul 
(Cr. 5.3 billion, or 21.2%), Minas Gerais (Cr. 2.8 billion, or 5%) 
and Parana (Cr. 2.8 billion, or 11.5%). Only the States of Pernam- 
buco and Goias received allocations worth mentioning (together amount- 
ing to 8% of the total), in view of the fact that the former has large 
sugar cane plantations, and the latter is an important rice producing 
State. 

It might well be that in view of the intention to accelerate the devel- 
opment of Central Brazil by the shifting of the Federal Government 
to Brazilia, CREAI will change its policy and grant more rural credit 
facilities to the Center and the West of Brazil, and also to the sufhciently 
populated Northeast, as a result of the constant pressure on the part 
of the Superintendency for the Development of the Northeast, headed 
by the dynamic economist Celso Furtado. It is also desirable that more 
rural credit be granted to the Amazon region, eventually via its ‘“Super- 
intendency for the Development of the Amazon Region” and the official 
bank for the Amazon (Banco de Credito da Amazénia’). In general, 
the network of institutions supplying rural credit should be expanded 
considerably to embrace the regions which, until the present, have been 
neglected. Many projects are presented to Congress in which the inten- 
tion is advanced to use the reserve deposits of the banks in the Banco 
do Brazil, to the order of SUMOC (which are kept frozen as an anti- 
inflationary measure) for the granting of credit to the less developed 
regions of Brazil. This is, however, not advisable in view of the high 
inflation. Rural credit should be financed by genuine private savings 
and proceeds from taxes. 

It is hoped that some expansion of rural credit, using private savings, 
will result from the provision decreed at the end of 1959, that the 
finance and investment companies must invest 25% of their resources 
in agriculture or economic activities, which are connected in one way 
or another with agriculture or cattle breeding. Unfortunately the latter 
provision will have the effect that not much genuine agricultural invest- 
ment will be made, because investments in industries connected with it 
are more attractive from the point of view of profits. But in general 
this kind of investment is really an innovation imposed upon these com- 
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panies by the legislator, because all the other activities enumerated in 
the new law were already being exercised by them prior to the issue 
of the law. 

We wish to draw the reader’s attention to the success achieved by the 
Raiffeisen Rural Credit System in various countries, a system which can 
best be characterized as a mutual self-help credit and savings organiza- 
tion. Raiffeisen credit cooperatives are, at present, existent only in the 
South of Brazil, but they should be established in all the small towns 
and villages throughout the country. Their rules are as follows: 

Each Raiffeisen credit cooperative has a small area of activity, nor- 
mally only one rural community. The members of the Raiffeisen credit 
society are responsible, jointly and separately, for all liabilities of their 
cooperative. Advances and credits may only be granted to members 
and only against solid securities. Dividends are not distributed. After 
the payment of an interest rate of, say, 5% on the shares of the society, 
the net profit is allocated to the reserves. The yields of the reserves 
must be used for the establishment of more advantageous interest rates. 
Each member may only own one share. The cooperatives form a union 
which is responsible for the maintenance of monetary equalization be- 
tween them. The union makes it possible for the member-cooperatives 
to be independent of the Government, as well as of the banks. 

Linked with the network of the above described Raiffeisen credit 
cooperatives or with the already established “Casas da Lavoura’’, an 
agricultural consulting system, as exists in the Netherlands, could be 
established which would include consultation in respect of credit prob- 
lems aside from purely technical assistance. 

Moreover, the Brazilian Government should consider the establish- 
ment of cooperative savings banks which also function as social security 
and rural credit institutions. Together with the ‘Génie Rural’ (volun- 
tary labor service), this system (sociétés de prévoyance) has proved to 
be a successful promotion factor in French Africa. Existing ‘‘Casas da 
Lavoura’”” ABCAR branches, S.S.R., or the rural associations could be 
used as pilot branches. 

For the support of the banks and other credit institutions which 
supply rural credit, a “Gwarantee Fund” should be established, which 
would provide guarantees for all rural loans. This fund could be 
administered by the Banco do Brazil or the National Development Bank 
and would receive public funds. Besides these it could obtain guarantee 
proceeds and the yields from its own investments. Guarantees could 
be given up to 60% of the amount of the loans. The fund also could 
grant loans to credit institutions which supply rural credit. It should 


CREDIT PROBLEMS 53 


be allowed to discount their credit documents if they concern agricul- 
tural or livestock loans. Rural production should be stimulated by dis- 
tribution of premiums, privileges or awards for improvements of all 
kinds. This fund system yielded excellent results in Mexico, where the 
fund is called ‘“‘Fundo de Garantia y Fomento a la Agricultura y 
Ganaderia’’. 

Several rural credit reform projects have been presented to Congress 
and the public recently. We shall only mention three of them, all 
published in the “Revista Bancaria Brasileira” in Rio de Janeiro. One 
is for unification of the existing legislation and the establishment of the 
“Inter-State Bank for the Promotion of Agriculture and Cattle Breed- 
ing’ (Banco Inter-Estadual de Fomento Agro-Pecuario) presented by 
Odilon B. Martins in the form of a project of law.° The second is a 
proposal of Augusto Alexandre Machado to establish private rural banks 
for small farmers on a low profit basis.1° The third is a proposal made 
by Clovis Silveira Machado. He proposes the creation of a semi-official 
rural credit bank in each State of Brazil. All these proponents seem 
to forget that any employees working in the rural credit sector need 
much more training than their colleagues in the commercial banks. 
The scarcity of qualified banking personnel became obvious when the 
“Banco do Nordeste do Brasil’ was founded in 1952. Even now the 
expansion of this bank is limited by the lack of bank personnel qual- 
ified to direct a branch bank. As all the mentioned projects do not 
envisage the liquidation of CREAI, they should at least include a prior 
selection and training campaign in order to mobilize sufficient rural 
credit experts. 

The Martins Project can be characterized as follows: The proposed 
“Banco Inter-Estadual de Fomento Agro-Pecudrio’”’ has almost the same 
principle as CREAT, but its capital is planned to amount to Cr. 15 
billion, consisting of the following items: a) Sale of tracts on both sides 
of the new Belém-Brasilia highway—Cr. 2 billion; b) transfer of land 
owned by the Immigration Institute in the Northeast—Cr. 1.2 billion; 
c) transfer of Cr. 8 billion of the above mentioned ‘Fund for Moderni- 
zation and Recuperation of the National Agriculture’’ “(Fundo de Mod- 
ernizacao e Recuperacao da Lavoura Nacional) of CREAT; d) subscription 
by the States which are situated in the Middlewest, Northeast and 


® Revista Bancaria Brasileira, Rio, July/August /November/December 
1959. 
1° Revista Bancaria Brasileira, Rio, September 1959, p. 39. 
™ Revista Bancaria Brasileira, Rio, August 1959, p. 45. 
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North of Brazil, in accordance with the revenue of each State—Cr. 3 
billion; e) taxes on licenses for the establishment of gambling houses— 
Cr. 0.8 billion. Moreover, additional capital can be mobilized by a toll 
of Cr. 10,00 p.a. levied on each inhabitant of Brazil. The registration 
tax on gambling houses, which are still illegal in Brazil (an alteration in 
the criminal law—Lei das Contravencoes Penais, Article 50—is thus 
required), has been proposed in view of the capital exports practiced 
by wealthy Brazilians who frequent gambling establishments in the 
neighboring countries, and also in view of the foreign currency earnings 
of those countries which attract other foreign tourists interested in 
gambling. As the proposed bank must not represent competition for 
commercial banks, its capital would have to be correspondingly high. 

The proposal of A. A. Machado for the establishment of rural banks 
is not very clear. One function of these semi-official banks is the 
stabilization of prices by the adequate provision of rural credit and the 
purchase of products when prices tend to fall, and also the avoidance 
of over-production, etc. These banks would be autonomous, i.e. free 
from the interference of politicians, but nevertheless subject to a general 
development plan. They also would have the task of organizing a rural 
education service in order to obtain a standardization of products, in- 
creased productivity and improved quality, etc. The banks should also 
organize land registers in order to facilitate the work of the fiscal author- 
ities and protect the farmers, at the same time, against the arbitrary 
conduct of revenue officials. 

The rural credit banks proposed by C. S. Machado, would be financed 
by subscription of shares as to one-third by the respective State, one- 
third by the Treasury of the Federation, and one-third by forced sub- 
scriptions of the private banks, including the semi-official banks situated 
in the respective State, in relation to the capital of the bank concerned. 
Banks whose head office is in another State would have to deposit, as 
a time-deposit, the sum of Cr. 1 billion per branch, at 39% p.a. As 
the private banks are obliged to subscribe the shares of the rural credit 
banks, they would be to that extent exempt from the obligatory anti- 
inflationary deposit to the order of SUMOC in the Banco do Brasil, 
from which they receive no interest at all. Dividends to be paid by the 
rural credit banks should at least amount to 3% p.a. It is hoped that 
the current excessively high debit interest rates (with exception of the 
CREAI rates) could be lowered by this system. 

Some experiences in other Latin American countries may also be men- 
tioned here. In order to force the banks to grant rural credit, Mexico 
used the system whereby the banks were obliged to transfer 100% of 
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their deposit increases to the Central Bank, and they were only exempt 
from this obligation when they could prove that they had invested a 
certain proportion of these increases in agriculture. 

As the costs of supervision and control of rural borrowers often exceed 
the financial resources of the rural credit institutions (low debit rates), 
so-called “Juntas Rurales de Crédito” were organized in Costa Rica. 
Those are mutual associations of farmers with joint and several liability 
which, under the control of the Banco Nacional, distribute and control 
the loans themselves. This system, however, demands already a quite 
elevated level of instruction on the part of the farmers. The Paraguayan 
system should also be mentioned here,, which has adapted the U.S. 
policy to Paraguayan rural conditions. Agricultural credit, in general, 
should always be linked with the nation-wide programme of develop- 
ment, control and technical aid for agriculture. 

In order to promote the economic development of Ecuador by chan- 
nelling public and private savings into investment, the ‘‘National 
Securities: Commission” of that country is empowered to buy and sell 
mortgage bonds (‘‘cedulas hipotecarias calificadas’’), which are issued 
by banks to finance investments in agriculture and industry. These 
bonds earn 89% interest and can be sold at any time to the commission 
at par value. Transactions in these securities havé been increasing con- 
stantly over the years, and the Commission has played an important 
role in these transactions.12 Similar financial instruments, and other 
kinds of securities sufficiently attractive to satisfy the demand of insti- 
tutional and non-institutional savers have been developed in Mexico. 

We should also mention the special problems of livestock credit: Ac- 
cording to the report of CREAI for the year 1958 (mimeogr., p. 7), a 
count was made of 69,548 herds of cattle in 1957. Since 1953 a yearly 
increase of 3 million head has been registered. For the following four 
basic activities—breeding, propagation of reproductive stock, fattening 
and milk production—CREAI financed in 1958 a total of 1,272,439 
head of cattle to a value of Cr. 4,034 billion. In 1958 only 14 of the 
CREAI loans were distributed to livestock farmers, but an extension is 
intended, because this sector should begin to provide meat for export 
purposes as well, and thus contribute to fill the gap in the balance of 
payments; this is urgently required for the continuation of the mech- 


12 Cf. Institutional Savings in Ecuador: Their Contribution to Economic 
Development, ST/STAT/CONF. 7/L.10. April 21, 1959 (UN Seminar 
on National Accounts for Latin America, June 11-26, 1959 —Rio de 
Janeiro. ) 
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anization of agriculture and for industrialization. In 1957 CREAI 
conceded 14,091 loans to a value of Cr. 4.36 billion; in 1958, 15,791 
loans to a value of Cr. 5.21 billion. Drought in the Northeast resulted 
in “prolongation” of applications and applications for special loans. 
To small breeders CREAI granted in 1958 loans—without any lien— 
to a value of only Cr. 86 million (agriculture received Cr. 795 million). 
An inquiry among the branches of CREAI throughout the country as 
regards the convenience and desirability of extending credit to small 
farmers gave the following results: 33.19 of the branches enthusiastically 
recommended an expansion; 35.1% were tepid in their recommendation, 
and 31.89% were against it, or were indifferent. In 1957, in the vast 
State of Mato Grosso—which has enormous possibilities for cattle 
breeding—no livestock credit was granted to small breeders, and in 1958 
only nine loans with a value of Cr. 307,000 were given. The maximum 
credit for small breeders, who cannot supply any securities or lien, was 
increased in 1958 from Cr. 50,000 to Cr. 100,000. 


The same criticism which we mentioned above regarding the harvests 
of coffee is put forward by the “Brazilian Rural Association” against 
the financing of the acquisition of cattle. Although as a result of the 
steep inflation during 1959 the costs of cattle breeding have risen con- 
siderably (and also the prices for cattle), CREAI adhered to its former 
financing maxima. The price of a three year old ox (lean) in Central 
Brazil was Cr. 9,000 in January 1960, and in other parts of Brazil 
12,000 Cr. but CREAI only would grant a loan of Cr. 3,000, i.e., only 
30% or 25% of the cost price (coffee loans range from 60% to 
80%). For lean cows, the maximum loan from CREAT is a little 
higher but less than 50% of the cost price. For younger cattle the 
financing of CREAI is called ‘“‘ridiculous’’ by the Association. It is 
said that the meat prices established by the price-control organ of the 
Federal Government (COFAP) were too low, and technical assistance 
was insufficient, so that some herds diminished. In fact, serious meat 
shortages were experienced during 1959 in the cities, notably in Rio 
de Janeiro and Sao Paulo, so that the Government was forced to import 
meat in large quantities from the Argentine, instead of exporting it. 
In the South, the Swift Packing Plant, after first introducing shortshift 
work, was obliged to cease production completely in December 1960 
and laid off five hundred workers, because cattle were not being supplied 
in sufficient quantities. 


Less than 8% of the total expenditure of the Federal Budget for 
1960 was assigned to the Ministry of Agriculture. Agricultural pro- 
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duction will have to be increased considerably in Brazil, in order to 
increase the generation of foreign exchange—and this can only be done 
through a substantial increase in rural credit, because agriculture itself 
does not create the capital which is necessary for accelerated economic 
development. Economists specialized in the economic problems of un- 
derdeveloped countries agree that in underpopulated areas, such as Bra- 
zil, the increase of agricultural productivity through mechanization must 
always have priority, in order to liberate manual labor required for cap- 
ital-intensive industrialization. But a precipitate, forced and artificial 
industrialization, often very labor-intensive, will draw an excessive amount 
of labor from the farms, where it will be needed until a satisfactory 
degree of mechanization has been achieved. 





The Day Mr. Berle Talked 
with Mr. Quadros 


By John Hickey* 


This too had been a day to remember. On this day Brazil's 
reservoir of good-will in the United States had been tapped as 
never before. The press reports had excited even members of 
the House Appropriations Subcommittee. Mr. Berle, chief of 
President Kennedy's Task Force on Latin America, sat back 
quietly and told the Subcommittee about it: 


“I had an appointment with President Quadros for 2 o'clock in the 
afternoon. The Governor of Rio de Janeiro died, and he cancelled 
that and put it over until 9 o'clock the next morning so he could 
attend the funeral of the Governor. This was not a runaround. I 
thought, on the contrary, that is what any responsible executive 
would have done. 

“He might perhaps have received me in Rio, instead of in Brasilia. 
He did not. He put in the afternoon at his own Foreign Office 
being briefed by his own Foreign Office. The following day I met 
him, a little late because the plane got there late, in his executive 
office in Brasilia. 


“We had two hours of a very free, frank and friendly discussion. 
I cannot imagine anything that was more cordial, more frank, or 
more direct. My own idea of diplomacy is that you tell the truth 
and he did the same. He therefore stated his own feeling which 
was that the defense of the hemisphere was the ultimate task of 
any executive of Brazil as he assumed it was of the United States. 
He pointed out that President Kennedy had assumed the burdens 
of half the world. He had only the burdens of Brazil and attend- 
ant territories but that was difficult enough. We discussed the 
whole situation. 


*Mr. Hickey wrote “The Role of the Congress in Foreign Policy: The 
Cuban Disaster,” in Inter-American Economic Affairs, Volume 14, No. 4, 
pp- 67-90. 
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“We left in the friendliest of terms and he indicated a hope some 
time he might visit us here, and we had indicated our hope we 
would meet him again. He did not shake hands with me when 
he left. He gave me what is called an abrazo which is to put your 
arm around the shoulder, a perfectly familiar Brazilian gesture 
of farewell. 

“Subsequently, I saw a story printed. 

“I should say, leaving there I did not issue a statement. I said, 
and the UP carried it, we had a free, frank and cordial conversa- 
tion, but in our country when somebody visits the President, it is 
customary to leave the statement to the President so I will leave 
it to him. 


“The press a little later carried the story we had not thrown bricks 
at each other. This was true. Neither did we beat our wives, each 
other, or anything else. This is one of these things that you can 
say with truth but the truth is almost more devastating than if you 
told a direct lie. 


“Subsequently this was built up to a wholly inexcusable story in 
Time Magazine. 


“There were present at that conference the President of Brazil, the 
Ambassador of the United States, the Counsellor of the American 
Embassy, and I believe no one else. For some reason the President 
did not invite his Foreign Minister to be present at that conference.’ 
Mr. Berle did not stop with a simple recounting of the meeting, 
however. He charged that “a great deal of false reporting has 
been brought on here to a point which convinces me that someone 
in Brazil, perhaps, or here, is anxious to endeavor to create a false 
impression and create difficulties between the two governments.” 
Was there in fact a deliberate effort to create a false impression 
for ulterior motives? Was there a plot? A month later Mr. 
Berle was to tell a Senate Committee that “regrettably I have 
learned to discount the press comments from Rio de Janeiro as 
well as other people on what the government would or would 
not do. I think there are 27 different papers in Rio. Some of 
them are very much pro-American. There are one or two that 
I think are probably under communist domination and I think we 
cannot take that as the view of the Government of Brazil.” ? 


1 Hearings before the Subcommittee on Appropriations, House of Repre- 
sentatives, “Inter-American Programs for 1961,’’ March 21, 1961, pp. 
83-84. 
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Since there is no identification of the sources of the allegedly 
“false” reporting which had aroused the curiosity of the House 
Subcommittee, let us proceed to the coverage provided by the 
press of the Berle-Quadros meeting. 


The Press Reports. Under a Rio dateline March 3, 1961, the 
New York Times published a special dispatch from one of its ace 
correspondents. (The New York Times is one of America’s great 
papers, famed for the breadth and reliability of its coverage, re- 
spected the world over, pro-American and pro-Brazilian and pro- 
free world, and vot under communist domination) : 


“The United States and Brazil have ‘agreed to disagree’ on policies 
toward Cuba . . . The deep differences on how to deal with the Cuban 
problem, which the U. S. unlike Brazil regards in terms of Com- 
munist menace to hemisphere security came into the open at yes- 
terday’s conference in Brasilia between President Janio Quadros 
and Adolf A. Berle, Jr., chief coordinator of Latin American policies 
for President Kennedy ... Secrecy was being maintained on both sides 
on the meeting in Brasilia, but uneasiness over the discussion was 
evident among diplomats of both countries as Mr. Berle flew home. 
The official spokesman for the Foreign Ministry said that ‘the 
conference was cordial’ and that Mr. Berle and- Ambassador Cabot 
who accompanied him ‘gave the impression that they understood 
the views of Brazil.’ 


“From the United States group there was only the comment that 
Senhor Quadros and Mr. Berle had ‘agreed to disagree.’ U. S. 
officials also were surprised by what seemed to be the deliberate 
timing of Senhor Quadros’ announcement that President Tito of 
Yugoslavia had accepted an invitation to visit Brazil . . . At the 
same time reports attributed to official sources began circulating 
that Senhor Quadros also planned to invite Prime Minister Nehru, 
President Nasser and possibly an African neutralist leader to visit 
Brazil this year. U. S. officials here took the view that there was no 
desire to question Brazil’s right to invite whom she wished. But 


2 Hearings before the Committee on Appropriations, U. S. Senate, 
“Inter-American Social and Economic Cooperation Program,” April 28, 
1961, pp. 47-48. Mr. Berle was here replying to a query from Senator. 
Dworshak concerning dispatches from Rio that had appeared in the 
Washington Post suggesting that Brazil opposed military action against 
Cuba and concerning the Kennedy-Frondizi difference of opinion regard- 
ing priorities that should properly attach to social reform and develop- 
mental activity. 
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they felt that Senhor Quadros’ timing — just after Mr. Kennedy's 
personal aide discussed Cuban problems and economic assistance 
for Brazil — could be interpreted as another effort to proclaim 
Brazil's aloofness from any alliance the U. S. might be hoping 
to form in Latin America... 

“On the Cuban issue, Senhor Quadros was reported to have told Mr. 
Berle that Brazil could not agree to an inter-American meeting of 
foreign ministers to discuss collective steps against the Communist 
build-up in Cuba... 


“The coolness and the signs of irritation that seem to be creeping 
into Brazilian-United States relations may pose some questions for 
Washington's plans to provide vast economic aid to Brazil, according 
to the view of some diplomats here. While there has been no 
suggestion that the U. S. might cancel the aid plans, some officials 
think Brazilians would do well to think twice and weigh the impact 
of their ‘independent’ policies on public opinion in the United 
States. 

“In conversations here this week, Brazilian officials handed Mr. 
Berle a memorandum setting out an extremely large amount of aid 
that they require and at present, preparations are continuing for 
detailed talks on these requirements later this month in Washington. 


Essentially, the Tzmes was reporting the failure of the Berle 
mission to Brazil. A day later out of Rio, the Tmes developed 
the theme of the Kennedy Administration “in the embarrassing 
position of a bewildered suitor kept waiting in the parlor with 
ring in hand.” It reported that “when Mr. Berle, bursting with 
goodwill, tried to see Senhor Quadros in Brasilia, an unexpected 
trip to Rio by the President for a state Governor's funeral forced 
a postponement of the meeting. However, it did not prevent 
him from receiving the chief of the Cuban press agency, who 
brought him gifts from Cuba’s economic leader, Ernesto Guevaro. 
On the occasion, President Quadros beamingly expressed his ‘great 
admiration for Guevaro.’ Significantly the President has thus 
far refused to see any United States or Western European news- 
men. In dealing with Mr. Berle Senhor Quadros made a point 
of avoiding any exaggerated cordiality. For example, he let the 
American fly to Brasilia aboard a 6 A.M. commercial flight rather 
than to invite him to come along in his nearly empty Presidential 
aircraft in which he was simultaneously returning from Rio. . . 
Senhor Quadros’ motivations are a matter of active speculation 
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here. Behind them, United States officials see an almost gratui- 
tous attempt to antagonize U. S. public opinion at a time when 
President Quadros desperately needs and has asked far-reaching 
financial and material help from Washington. Even newspapers 
that had been enthusiastically supporting the new president are 
increasingly critical of his attitude.” 
From Rio on March 6, two days later, came still another report 
of the meeting to the New York Times 
“A wave of friendship for the United States . . . surged in Brazilian 
public opinion last week-end. The wave followed recent incidents 
in which a top envoy of President Kennedy was believed to have 
been accorded unfair treatment. Reports spread here that President 
Janio Quadros had shown deliberate coolness and indifference toward 
Adolf A. Berle Jr. It was also reported that policy disagreements 
over Cuba had threatened the cordiality between the two countries. 
The reports brought a chorus of protests in Brazilian newspapers 
which condemned the President for his reported attitude. The news- 


papers (Rio) said there was no excuse for cool treatment of Mr. 
Berle. 


“As much as anything else, the view here was that Senhor Quadros’ 
reported coldness toward Mr. Berle ran counter to the Brazilian 
tradition of hospitality to friends and an ingrained sense of good 
manners. Thus it was noted with embarrassment that Mr. Berle 
had been kept waiting for an appointment with Senhor Quadros, 
that he was not greeted at Brasilia Palace with the warmth cus- 
tomary| for such occasions and that the Government sent no one 
to the airport to bid him farewell but instead chose that moment 
to announce a visit by President Tito.” 

The New York Times was not the only reputable organization 
reporting the story. United Press (UPI) moved the story out of 
Brasilia as follow: “Mr. Berle said his visit with Senhor Quadros 
had been very cordial and interesting. ... Mr. Berle refused to say 
whether his mission was economic or political. Ambassador 
Cabot interposed to comment: “We are sorry but we are just not 
saying anything about the trip at this time’.” 

By March 4 out of Rio UPI was filing: “Diplomatic sources 
said today that talks between Adolf A. Berle, Jr. and President 
Janio Quadros were ‘not entirely smooth.’ Although Mr. Berle 
said his meeting with Mr. Quadros was ‘cordial,’ the newspaper 
Diario de Noticias said the U. S. official was ‘irritated’ by his con- 
versations with Brazil’s new President. It was believed the main 
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differences centered on Cuban Premier Fidel Castro.’ Diario de 
las Americas moved UPI’s report that although “el propio Berle 
dijo ayer que sus platicas con Quadros habian sido ‘cordiales’, 
en fuentos de Rio se dice que no fueron ‘enteramente amenas.”’ 
And the same UPI report included a headline from Diario de 
Noticias reading “Berle regresa furiosa de Brasilia.’ By March 
7, UPI was noting that the great paper O Estado in Sao Paulo, 
which had been a supporter of Quadros during the campaign, 
had attacked him for having invited Tito and for the secrecy 
in which the conference with Berle was cloaked. 


Associated Press moved this report out of Rio: “Quadros gave 
Berle what was considered a runaround when Berle tried to see 
him last week. A few hours after he finally did talk with Berle, 
in what was said to be a heated discussion, Quadros announced 
President Tito of Yugoslavia will come to Brazil this year. . . 
Some see Quadros looming up as a larger figure than Fidel Castro 
in the long run — and a more subtle thorn.” (As late as April 
22, Associated Press was sticking to the impression of difficul- 
ties: ‘A. A. Berle, Jr., had run into difficulty when he met with 
Mr. Quadros last month as Mr. Kennedy's specialist in Latin 
American affairs.” 

The New York Times attached to a UPI story this ‘Special to 
the New York Times”: “A Presidential spokesman said there 
were no plans to issue a communique. One official added: “Well, 
they did not throw bricks at each other’.” 


The New York News brought this out of Rio: “Quadros put 
the chill on President Kennedy’s special envoy, Adolf A. Berle, Jr., 
in a manner which shook the composure of high Foreign Office 
officials as well as American Ambassador John Moors Cabot. 
Castro-loving Quadros slapped Uncle Sam in the face by refusing 
to discuss Cuba and refusing to approve a conference of Latin 
American chancellors to deal with the Cuban situation. Quadros 
said he did not consider necessary any explanation of his deci- 
sions to renew diplomatic relations with the Iron Curtain coun- 
tries and espouse Red China’s cause at the UN. Throughout 
the conference, diplomatic sources said, Quadros made it plain 
he was totally indifferent to Berle, Kennedy and the United States, 
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and gave the impression he was eager to end the discussion 
quickly. Berle, shocked, returned to Washington ahead of sched- 
ule.” The News noted that the fine Brazilian paper, Correio de 
Manha, had said: “Brazil and the United States agreed to dis- 
agree, thus breaking a long diplomatic cordiality.”’ 

A day later from Rio the New York News had this report: 
“President Quadros came under a storm of criticism today for his 
cold treatment of A. A. Berle. He was accused of Peronism and 
of trying to cubanize Brazil. Virtually every newspaper except 
the pro-Communist daily took part in the onslaught. Papers such 
as the dignified Diario Carioca and Jornal do Brasil rapped Quad- 
ros for bad manners and for playing into communist hands. They 
said close cooperation with the U. S. was the only way out of 
Brazil's current economic chaos.” 

The New York Herald-Tribune noted that “the Berle-Quadros 
meeting got nowhere and ended on a note of ‘we agree to dis- 
agree’.” 

The Financial Times of London, dateline March 7 out of Rio, 
reported: ‘President Kennedy’s special envoy A. A. Berle has re- 
turned to Washington after four days of discussion with the 
Brazilian government which appear to have ended in discord. 
No official communique has been issued on the conversations; 
but it is believed that the talks covered the Cuban question among 
other topics and that President Quadros rejected suggestions of 
collective sanctions against Cuba and even in some respects 
expressed support for the Cuban regime. It is noted here that 
the timing of the invitation to Marshal Tito to visit Brazil, possibly 
within the next two months, coincided with Mr. Berle’s two-hour 
conversation with President Quadros and served to underline 
afresh the independent policy that the Quadros Government in- 
tends to pursue in its foreign policy.” 


Commentators now began to pick up the ball, in what became 
a mass drainage of the reservoir of good-will which Brazil tradi- 
tionally and properly enjoyed in this country. The conservative 
Baltimore Sun, often rated in the top ten of U. S. dailies, found 
that “The ‘independent’ diplomatic course being followed by 
Brazil’s new president, Janio Quadros, involving slights to Mr. 
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Berle i nhis travels is of a piece’’ with the virulent nationalism 
which Cuba ‘does not export’ according to its President’s speech 
last week yet which continues to stir up sympathy waves in Cen- 
tral and South America, and with the “week-end voting in Chile 
enlarging the parliamentary strength of the left’ which repre- 
sents in good part encouragement from Havana. 

United Features Syndicate writer William S. White, a solid 
writer among newsmen, protested: “The President of Brazil has 
just treated Berle in Rio with such rudeness as to draw criticism 
even from the pro-Quadros press there. Everybody (writing 
from Washington, it should be noted) wants the friendship of 
the Latins but even their best friends here think it is past time 
for them to realize one thing: even this most tolerant and patient 
of all the great powers cannot forever be the victim of the in- 
tolerance and irresponsibility of lesser powers which can—but to 
a point only—afford to be irresponsible.” 

King Features Syndicate writer George Sokolsky was more 
blunt: ‘Imitating Castro, President Quadros is giving the U. S. 
a bad time. Why wait until the situation becomes too un- 
pleasant? Why not take action now—today? Why not put a 
tariff on Brazilian coffee which will make every Brazilian squirm? 
.. . We have permitted the Brazilians to get a special benefit 
from the American people by the unconscionable rise in the price 
of coffee. We have poured millions into Brazil to assist .. . Many 
Brazilians and Italians in Brazil have become very rich as a result 
of American aid of various sorts. So Brazil now has a new presi- 
dent and it is his policy to tell the U.S. to go to the devil.” 

Protesting the “unpredictable character of Brazilian policy un- 
der Quadros” the New York Mirror referred to Quadros’ ‘‘cavalier 
treatment of A. A. Berle, President Kennedy's personal representa- 
tive” and in a frightful blast reminded the Brazilians that ‘‘there’s 
an awful lot of coffee in Brazil” as the song goes, and ‘“‘there 
could be a lot more.” 

The Hearst flagship in New York decided that ‘it looks like a 
good time and place for the United States to blow the whistle. 
Mr. Quadros is not acting like a friend. It would be stupid to 
treat him thus. Adolf A. Berle and Ambassador John Moors 
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Cabot have just concluded private talks with Quadros. It is re- 
ported that they were told Brazil wouldn’t go along with a 
hemispheric policy of isolating Cuba’s communist regime.” Hearst 
papers felt that “this country has many friends among the needy 
Latin nations. The dollars we shell out should go to them, not to 
tricky Mr. Quadros.” 

The more sophisticated Washington Post, in the top three of all 
U. S. papers, found that Quadros “has been polite but lukewarm 
to friendly overtures from Washington” and then had its own 
type of warning: “Too much shin kicking for its own sake could 
imperil the prospects of the hemisphere development program 
that Latin Americans themselves have urged for years.” Its 
columnist, Drew Pearson, reported that “When Adolf Berle, 
Mr. Kennedy’s roving envoy to Latin America, tried to see Presi- 
dent Quadros of Brazil, he was first snubbed, then treated rudely, 
Quadros refused to shake hands.” Then with his special reading 
of history, he added: ‘““What Mr. Kennedy probably won't know 
is that Berle, who once served as U. S. Ambassador to Brazil, is 
credited with paving the way for General Dutra, the chief of staff, 
to take over as President in 1946. Asa result Berle is not popular 
in Brazil.” 

Now, Time Magazine buttoned it up. It had on March 10 
noted that Berle lived vividly and favorably in Brazilian memory 
for his tour of duty as ambassador. It had cited the great pub- 
lisher’s tribute (Assis Chateaubriand) to Berle: “He was the most 
democratic American chief of mission that ever appeared here. . . 
the same unselfish partner of eighteen years ago.” It had cited 
the tribute of Jornal do Brasil: “Choosing Mr. Berle was an act of 
intelligence . . . Now we can understand President Kennedy's 
Alliance for Progress.” And it had cited U/tima Hora: ‘Perhaps 
the most intelligent scholar the U. S. can count on today.” 

Again, Time had treated the Brazilian President with the ut- 
most respect for the record he had previously piled up in office 
and for what might now be expected of him. 

If, then, Mr. Berle sought a focus of “false reporting™ by ‘‘some- 
one anxious to endeavor to create a false impression and create 
difficulties between the two governments,” the last place to look 
would have been in Time. 
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But on March 17, Time described the Berle-Quadros meeting: 
“Adolf Berle, Kennedy's Latin America troubleshooter, got a small 
hello from Brazil’s new President Janio Quadros. But according 
to the story as leaked out last week by diplomatic sources, it was 
even ruder than that. Berle was unable to get Brazil's backing 
for a united Latin American front against Castro's Cuba. As the 
futile talk ended, Berle stuck out his hand to say goodbye. Quadros 
refused to shake it. Then, to the undisguised dismay of Brazilian 
Foreign Minister Afonso Arinos, Quadros pointedly turned his back 
on the special envoy of the President of the United States. 

“As accounts of the incident spread across Brazil, a chorus of protest 
arose. Editorialized Rio’s Correio da Manha: ‘The way Janio Quad- 
ros received, or rather dismissed, President Kennedy's special envoy 
deserves sharp criticism from all Brazilians.” The criticism spread 
to include the whole subject of the headlong rush toward ‘neutralism’ 
that has marked Quadros’ six weeks in office. Rio’s Roman Catholic 
Cardinal Jaime de Barros Camara asked why Quadros condemned 
Lumumba’s murder in the Congo but fails to condemn Castro's 
executions in Cuba. The newspaper O Estado de Sao Paulo turned 
violently against former Sao Paulo Governor Quadros, saying: ‘The 
liberal democrats who opened to him the gates of Alvorada Palace 
did not seek or want this.’ Rio’s influential Jornal do Brasil, hereto- 
fore one of Quadros’ staunchest supporters, warned, “The maturity 
and independence (of Quadros’ foreign policy) do not require either 
silence or aloofness toward the countries that are closest to Brazil, 
especially the United States . . . (Quadros) who in his campaign 
stressed the impossibility of ignoring the importance and existence 
of Red China, now appears to ignore the importance and existence 
of the U. S. What is the idea?’ 

“While pointedly snubbing U. S. newsmen, he welcomed into his 
office Havana-based Jorge Ricardo Masetti, director of Prensa Latina, 
Castro’s mouthpiece Latin American news agency.” 

By April 7, 1961, the American Ambassador in Rio had been 
heard from. Mr. Cabot wrote Time Magazine: “1 have noted 
your account of President Quadros’ meeting with Ambassador 
Berle. In view of the great respect and wide circulation enjoyed 
by your review I feel that as one of four persons present I should 
inform you that story is entirely incorrect. No incident or affront 
of any nature occurred during the interview. Foreign Minister 
Arinos was not even present.” 

To this, T7me replied: ‘Time is glad to print Diplomat Cabot’s 
version.” 
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On May 8, 1961, U. S. News and World Report, widely re- 
spected for its accurate if somewhat dull coverage of the news,, 
gossiped: “Adolf Berle Jr., the Kennedy Administration's con- 
sultant on Latin American affairs, is under severe criticism from 
Latin America. An insult to Berle by Janio Quadros, new Presi- 
dent of Brazil, is said to have been mild compared with Mr. 
Berle’s encounter with officials of at least two other nations of the 
hemisphere.” This was many weeks after Mr. Berle had testified 
and after both he and the Secretary of State had publicly insisted 
there had been no difficulties. Secretary of State Rusk had told 
a press conference that reports of the interview were “inexact” 
and “greatly exaggerated.” 

Appraisal. It must be clear that until someone can produce a 
memorandum of conversation written after leaving the Berle- 
Quadros meeting, no member of the press could claim to be put- 
ting forth a more accurate view of the meeting than that which 
Mr. Berle himself offered up to the House Appropriations Sub- 
committee. In fairness to the press, it must be noted that the 
sequence of events leading up to the Cuban invasion fiasco and the 
rush by top officials of the U. S. Government to brief reporters 
privately thereafter in order to clear their own position in the 
matter is not calculated to impress the press with a sense of ac- 
curacy in public statements by diplomats of this government. 

The quality of the newspapers and magazines which printed 
the accounts which offended Mr. Berle is such that one hesitates 
to accept the viewpoint that “someone is anxious to endeavor 
to create a false impression and create difficulties between the two 
governments.” Motives of this kind are simply not attributable 
to a press so much in agreement and so reputable. 

Is it possible that what happened on that memorable day repre- 
sented the first failure of intelligence activity, the first failure of 
policy enunciation, a la the decisions on Castro, so that in effect 
the deficiencies of the great and horrendous experience with the 
Castro invasion-effort had already been anticipated by this ex- 
perience in Brazil? 

On the eve of Mr. Berle’s visit, the Daily Telegraph (London) 
pointed out from Rio that ‘‘Quadros’ new orientation of Brazilian 
foreign policy looms as the most important political development 
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in Latin America since the Cuban revolution . . . Brazilians are 
preparing to greet Mr. Berle with the utmost friendship . . . 
Diplomatic observers here say that as President Quadros is de- 
fining the problem, there is more to improving relations between 
the United States and Latin America than simply recognizing the 
area’s economic needs and taking a stand against dictators. They 
suggest that the speed of President Quadros’ moves is leaving 
Washington behind, as it still thinks in last year’s terms. They 
believe that the United States must face as inevitable the trend 
toward what is called here ‘political emancipation’.”’ 

Was the State Department prepared for such a shift in Brazil- 
ian attitude by the time Mr. Berle arrived? Had Berle himself 
attuned himself to this new deal in Brazilian-American relations ? 
Or had intelligence broken down so completely that it was 
thought Brazil would line up automatically with its traditional 
acceptance of U. S. leadership? 

It is generally agreed that one purpose and perhaps the chief 
purpose of the Berle Mission was to line up support for a collec- 
tive quarantine of Cuba by all the other American Republics. In 


Brazil, reported T7me in keeping with virtually all reporting on 
the subject, “Berle ran into a personal affront from President 
Janio Quadros” and found Brazil unwilling to be lined up against 
Castro in a collective venture. 


Our area of “lack of information’ may be larger than our area 
of ‘‘misinformation.” For instance, on the day that Mr. Berle 
visited with Mr. Quadros, the plans of the United States Govern- 
ment to support an invasion of Cuba were apparently well along. 
It was in fact merely a matter of deciding on the final date, so 
far as can be determined from information that has been circulated 
since the disaster. 

Was Quadros informed in depth with respect to what the 
United States was prepared and preparing to do with respect to 
Castro? Was cooperation in a joint venture offered as an alterna- 
tive to U. S. servicing of an invasion force? Did Mr. Quadros 
reject both alternatives? Did Quadros balk at an invasion, or 
balk at collective action, or was he merely acting to establish once 
and for all Brazil’s new independence in foreign policy? The 
Observer (London) has reported that ‘the real significance of 
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President Quadros’ actions is that it is the first time in 150 years 
of independence that any major Latin American country has taken 
an independent line in international affairs.” This is hardly cor- 
rect, of course, as could be determined if one were to examine 
for instance the history of Argentine-American relations. 

It is not inconceivable that the core of the failure of the inter- 
view and the mission lies in the failure of the United States Gov- 
ernment to comprehend that something had happened in Brazil 
that required an altogether different approach in the quest for 
cooperation. In other words, there may have been a failure of 
intelligence, and instead of a search for “someone anxious to 
create difficulties” among reporters the real search should be for 
the reason that press reporting of the Brazilian scene was so long 
ignored, assuming that official intelligence work had broken down 
completely. 

In the case of the post-Cuban invasion experience, it has been 
suggested that “anyone gifted with even a little skepticism must 
have suspected that Mr. Kennedy’s plea for a censorship was in- 
tended to leave the impression that the failure of the Cuban ad- 
venture was the result of advance publicity in the newspapers . . . 
We can agree that the newspapers bear a share of responsibility 
for the fiasco but not because they told too much. On the con- 
trary, they told far too little. If the truth had been widely her- 
alded, if the editors themselves had known and had made public 
the knowledge that our government was making large contribu- 
tions to the organizing, arming and transporting of the invading 
force, President Kennedy might have been spared his own folly 
and its consequences.” * 

There is a dangerous tendency in Washington to fear a free 
press, and this is combined with the belief that the function of 
the press in an open society is merely to broadcast the “leaks, 
trial balloons, and other devices” by which the Executive seeks 
to influence public opinion. 

Senator Fulbright’s pathetic alarm that “the so-called free press 
is one of the great hazards of the democratic society,” President 
Kennedy’s call for voluntary censorship (what has been called a 


* Chicago Tribune. 
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‘calculating policy of concealment which can lead to self-defeating 
deception’), and Mr. Berle’s suspicion that ‘someone is anxious 
to create a false impression’, all seem to be of questionable value. 

It is probable that the cause of Brazilian-American relations 
would have benefited had there been a frank statement of the 
purposes of the Mission, the areas of discussion, and the specific 
areas of disagreement. Once it is left instead to the reputable 
press to put together the pieces of the puzzle, it serves little pur. 
pose to criticize the minutiae of the reports. 

In an open society like ours and like Brazil's the people have a 
right to the facts, they have a “right not to be lied to” which in 
the Cuban case represented a right that was not respected. If 
a democratic people have a right to know, the free press equally 
has an obligation to keep them informed. On balance, it is not 
at all clear that reports of the memorable day in Brasilia repre- 
sented anything other than an effort to meet that obligation. 
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H. R. 6518 
An Act making appropriations for the Inter- 
American Social and Economic Cooperation Pro- 
gram and the Chilean Reconstruction and Re- 
habilitation Program for the fiscal year ending 
June 30, 1961 and for other purposes. 


The pages that follow contain a series of documents arising 
in the course of the passage of H. R. 6518. Hearings on the 
bill began before the House Appropriations Subcommittee on 
March 20, 1961, before the Senate Appropriations Subcommittee 
on April 28, 1961, and the measure was signed into law by the 
President on May 27, 1961. The abortive invasion of Cuba oc- 
curred on April 17 and greatly influenced the character of con- 
gressional reaction to an appropriations measure which repre- 
sented essentially a request for a blank check. 


SENATOR FULBRIGHT’S DEFENSE OF H. R. 6518 


Editor's Note: When the Eisenhower Administration in the 
summer of 1960 urgently requested “enactment of an authoriza- 
tion in the magnitude of $600 million to help our Latin American 
neighbors accelerate their efforts to strengthen the social and eco- 
nomic structure of their nations and improve the status of their 
individual citizens,” in which was included $100 million for 
“further assistance for the rehabilitation of devastated Chile,” 
Senator Fulbright, Chairman of the Senate Foreign Relations 
Committee, protested that the proposal was “very late, much too 
indefinite and vague.” He found himself lacking enthusiasm ‘‘be 
cause of the vagueness of the proposal: No program has been 
presented to the committee, no details worth speaking of have 
been offered, there is no country breakdown, there is not even 
the usual illustrative program.’ He reasoned that the sudden 
rush “to do something” stemmed from (a) belated realization 


‘ Congressional Record, August 19, 1960, p. 15611. 
iz 
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by the President on his recent trip that all was not well, and from 
(b) the situation in Cuba. He himself, in an interview in April 
1959, had suggested that the deterioration of our Latin American 
relations “is not so much a material matter. It is an attitude, 
a matter of good manners. Regarding them as important people 
and being courteous to them is very essential. Our international 
manners are often atrocious.” * 

The speech that follows opened the Senate debate on H. R. 
6518. During the hearings on the appropriations bill, the vague- 
ness, the absence of details, the indefiniteness, which Senator Ful- 
bright had protested in the original authorization request, were 
compounded until there was general agreement at the Appropria- 
tions Committees that this was essentially a request for a blank 
check. The Chairman of the House Appropriations Subcom- 
mittee, for instance, was supported by members of his subcom- 
mittee in his successive protests that “you have no further 
justification other than obsolete worksheets, most of them typed— 
not all of them, however—prior to Bogota, and you have not 
entered into any agreement, you have no contracts with recipient 
nations. . . . There are no specific programs, no contracts, no 
agreements, this presentation is illustrative of examples that may 
be followed or may not be followed ... you are asking for a 
blank check, you are doing it on broad generalities . . . there 
have been no projects firmed up, we do not know even what the 
money will be spent for other than a general fund and you are 
now advancing an estimate that you could obligate up to $150 
million in less than sixty days...” 

If it disturbed Senator Fulbright in August 1960 that the Re- 
publican Administration should be rushing an authorization 
(which does not assure any appropriation) measure in fear and 
almost in panic at the Castro experience, he might have been ex- 
pected to be even more disturbed when the appropriation was 
sought with equally flimsy supporting material. But it was clear 
on May 9, 1961, when Mr. Fulbright delivered the speech re- 
printed below that the Congress and the Senator himself were 
apparently so shaken by Cuban developments and the invasion- 


* The Christian Science Monitor, April 29, 1959. 
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fiasco that he was unwilling to wait on such luxury as the orderly 
conduct of the government’s business and the need for proper 
justification of proposed expenditures such as might assure effec- 
tiveness of the program. The speech is taken from Congressional 
Record, May 9, 1961, pp. 7117-7119. 

Mr. President, the President in his inaugural address called on the 
American people to ask not what the country could do for them—but 
what they could do for their country. 

Since then millions of Americans have asked to be called upon for 
deeds, not words. They have asked, What can I do? 

The bill now before the Senate is a small but important call on Ameri- 
cans for action. It asks every American to put about $3.75 into a fund 
to help Latin Americans move from poverty toward self-sufficiency. This 
is less than millions of our citizens put into Metrecal in a week. It is 
much less than we put into tobacco, liquor, and other luxuries of life 
ranging from eye shadow and deodorants, to slot machines. 

I suspect with Castro on our doorstep most Americans will feel $3.75 
is not enough. But it is a beginning. Certainly a visit to most of Latin 
America away from some of the luxury hotels would show that the $600 
million bill before us is only a small start. 

But the very mention of luxury hotels suggests one of the basic problems 
which confronts efforts to promote progress there. That is the problem 
posed by governments that too often have permitted the rich to get richer 
while the poor stayed, poor. 

It is essential, therefore, that our small start in this program be soundly 
conceived and executed. And in order to assure that sound start, aid 
must be conditioned on the basic premise that it must promote the welfare 
of the common man. Only if the poor man knows his son will be 
better off than the father, will it be possible to maintain some semblance 
of order and to promote individual freedom in Latin America. 

Powerful forces of dissatisfaction in Latin America must be put to 
productive use. If we do not work with these forces, they will work 
against us. 

Latin Americans have felt the domination of the United States. They 
have been on the receiving end of preachments of the advantages of capi- 
talism and free enterprise. But these words have been at best meaning- 
less to most of them, and at worst in their countries a source of exploita- 
tion. During the last century most Latin Americans have seen their 


8 Hearings before the House Appropriations Subcommittee, ‘‘Inter- 
American Program for Social Progress,” pp. 155, 172, 214, 283. 
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neighbor to the north growing richer; they have seen the elite elements 
in their own societies growing richer—but the man in the street or on the 
land in Latin America today still lives the hand-to-mouth existence of 
his great, great grandfather. 

In vast numbers Latin Americans are becoming increasingly dissatisfied 
with their traditional social structure. They are less and less happy with 
situations in which, to cite one example, 40 percent ofthe land is owned 
by 1 percent of the people, and in which, typically, a very thin upper 
crust lives in grandeur while most others live in squalor. 

Continuation of situations of this kind can only lead to social explosions 
The radios and the airplanes of the 20th century are bringing news of 
the outside world to the haciendas of the 17th century. 

Our security and the protection of individual human freedom requires 
that we and responsible elements in Latin American society act to influence 
these forces. We know that even now in Cuba there are men in posi- 
tions of power who will use every alleged injustice, real or imagined, 
to promote the Communist dictatorship. 

There are two ways to deal with these rising tensions. 

On the one hand are those in Latin America and in the United States 
who believe social evolution must be controlled by force. They want 
to increase the size and scope of military assistance programs. They have 
a tendency to believe that tensions of the kind I have been describing 
can be controlled by the marines. Basically their philosophy is not too 
different from that of the Communists themselves. What they cannot 
control by democratic means, they would dominate by force. 

But there are many others who believe social evolution should not be 
stopped, but encouraged, not pent up, but directed. Steam in a boiler 
can be productive or destructive. The program before us is a first step 
toward putting the pent-up forces generated by the demands of the com- 
mon man in Latin America to productive use—the first pipefitting, so 
to speak, to put the alliance of progress into business. 

This is an approach we have not tried. And the history of our rela- 
tions with Latin America suggests the need for a more realistic assess- 
ment of our relationship. There have been over 150 years of companion- 
ship and example and yet many Latins think we have taken more than we 
have given. 

They believe, and let us not forget that in revolutionary situations be- 
liefs are often more important than facts—that U.S. private investment 
has mined the wealth of Latin America and sold it abroad for profit; they 
believe that we have been prone to protect those investments with mili- 
tary intervention when necessary; and they are shocked to realize that the 
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United States which gave billions to Europe, has been lending only 
millions to Latin America. They have seen this Nation associate with 
dictators, and they think this is because the dictators have protected 
American investments. 

Actually, of course, many of our private ventures have done much to 
improve the lot of the common man in Latin America. But other in- 
vestments have been characterized by excessive profits and by the exploita- 
tion of natural and human resources of our neighbors. 

Fortunately the era of this kind of investment is largely behind us. 
But it is only in the last few years that we have recognized that the best 
protection business enterprise can have against expropriation is joint 
ownership with nationals of the country of investment. Joint enter- 


prises, however, are no protection against social unrest when those enter- 
prises are characterized by usurious returns on investment, and tax struc- 
tures designed for the benefit of the few rather than the many. 


We have now an opportunity—and it may be our last—to put our 
relationships with Latin America in order. We have now an opportunity 
to begin a program that will provide things for the people, not for the 
governments—not for the upper crust. 

The problem of the United States in its relations with Latin America 
is not with governments; it is with the people, particularly with workers, 
peasants, and students. And this is part of the dilemma we face—a 
dilemma that this bill will, I hope, help to overcome. 

Although Latin America now has the best group of governments it has 
ever had,, most of them are still heavily influenced by the traditional elite 
classes who give only lipservice, if that, to social reform. They do not 
really have it in their hearts to promote land reform and to revise tax 
structures. We must, of course, continue to deal with these governments. 
We must attempt, however, to make the most conservative groups see that 
their survival—the continued independence of their own nations from the 
domination of Moscow—depends upon their willingness to come to grips 
with the needs and demands of their own people. We must make clear 
to them that the time for their conversion is short. If they are not soon 
converted and follow words with deeds, they will be overthrown. We 
must make clear to these governments that if they are converted to the 
cause of genuine social reform, we will help them; but if they are not, 
we do not propose to be swept away with them. 

As I have suggested, we must perforce deal through governments. This 
bill, however, is primarily designed to help the common man. It will help 
promote land settlement, low-cost housing, community water supplies, 
sanitation, and education. It should be administered so as to encourage 
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—indeed, require—cooperating governments to bring about changes in 
their own economic and social structures. We cannot do this job for 
them. But we can refuse to help those governments which give only 
lipservice to the demands of the great mass of their people. 

This program should be supported for its own sake. There are some 
Americans, however, who will support it because recent events in Cuba 
have scared them. They feel the need of action. They want us to do 
something—anything. 

The real question concerning the effect of the Castro regime on Latin 
America and our policies, however, is whether Castro can in fact succeed 
in providing a better life for the Cuban people. Can he make Cuba 
into a little paradise, a real pearl in the Antilles? Can he, with the help 
of the Communist bloc, do a better job in this respect in Cuba than the 
United States and its friends can do in Latin America? 


We have talked for years of the advantages of the American way; of the 
advantages of free enterprise; of the power of individual freedom. Now 
we have the challenge on our doorstep. 

It would be a fatal confession of lack of faith in our values if we 
decreed—as we could—that Castro must go because he might succeed. 
I, for one, have confidence that our faith in human values, if supported 


by vigorous and intelligent action of the kind proposed in this bill, will 
be more than adequate to meet the competition of Castro and his partners 
in Moscow or Peking. 

I think the time will not be long delayed until Moscow will find the 
Castro government a running abscess in the Caribbean. Already Moscow 
has loaned Cuba over $245 million. That island so long dependent on 
sugar exports to the United States and on U.S. tourists may soon become 
an albatross around Khrushchev’s neck. 

But our concern in this program, Mr. President, is not with Cuba. 
Our job is to help bring into being a new world. The North American 
Nation must devote more attention to helping our fellow Americans in 
the hemisphere move into the 20th century of sanitation, housing, com- 
munications, and production. 

This will not constitute an unbearable drain on the United States. 
Rather, what we do today will plant the seeds for mutual growth. As 
President Kennedy said in his inaugural address: 

If a free society cannot help the many who are poor, it cannot save the 
few who are rich. 

I forsee an America that could put all other societies to shame. Be- 
tween the nations of North and South America we have natural and 
human resources as great as, and perhaps greater than,those in any other 
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relatively contiguous area in the world—Asia and Africa not excepted. 
We encompass every climate. 

While our geographic extremes may compete—wheat and cattle, for 
example—by and large our resources are complementary. The United 
States is the best market for many resources of Latin America, and Latin 
America is a vast market for many of our products. 

The challenge of the next decade might well be whether the people 
of our two continents can begin to think of themselves as Americans— 
not North Americans, or South Americans. Should we not jointly explore 
the advantages of a customs union, of required instruction in our re- 
spective languages, of vast exchanges of students and teachers and 
technicians? 

I would say in conclusion, Mr. President, that Latin America is not up 
for auction; it is not ours to exploit. The friendship of the people and 
representative governments in Latin America is certainly as important to 
us, as is our friendship for them. We are as interested in their rapid 
and democratic growth, as they are in our continued economic health. 

Together and with mutual cooperation and sacrifice we can produce 
in the Americas a society in which our cultural, political, and economic 
values may flourish. 


SENATOR GORE’S ATTEMPT TO FIX GUIDELINES 


Epiror’s Note: One of the tragic aspects of the passage of 
H. R. 6518 was the extreme consciousness on the part of members 
of Congress that they had defaulted completely on their responsi- 
bilities as members of the legislative establishment. Coupled 
with the practical matter that in many congressional districts, 
foreign-aid had been discredited by revelations of waste and cor- 
ruption and ineffectiveness in the recipient countries—in fact, 
even as the Congress was voting on H. R. 6518, a congressional 
committee was taking testimony on a drought-relief program in 
Peru in which it was alleged that only five percent of the food 
shipped in had reached the needy—politics dictated that there be 
a show of interest in defending the taxpayer, even if there was an 
unwillingness to function as responsible legislators. 

Even the Chairman of the Senate Foreign Relations Committee, 
only a few weeks after supporting the blank check for the new 
program, saw fit to issue a pious statement expressing his doubts 
about past handling of both economic and military assistance 
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programs. (He had not, of course, intervened in the legislative 
process, to assure better handling of the new program in any con- 
siderable degree). 

Senator Gore’s contribution was of a different character. His 
was a well-meaning but obviously ineffectual warning to the 
Executive. ‘‘No projects whatsoever shall be undertaken in coun- 
tries ruled without essential democratic tenets. No projects 
shall be undertaken in any country in which there are oppressive 
interest rates, and adequate credit machinery is nonexistent, un- 
less steps are being taken to overcome these deficiencies. No 
projects shall be undertaken in any country ruled by a few 
large landholding families before meaningful land reform is actu- 
ally undertaken. And no projects should be undertaken in any 
country where the wealthy pay a smaller percentage of their in- 
come in taxes than do the poor.’ 

These were indeed splendid guidelines. And actually they were 
consistent with and even basic to the promises that the Admin- 
istration had made as to the type of requirement that would be 
specified as a qualification for participation in distribution of the 
bounty from Washington. 

But Senator Gore must have been aware that the administration 
had committed itself to aid such regimes as the Haitian dictator- 
ship. He was aware surely that Argentina had immediately been 
assured that it qualified for such funds even though it was 
officially protesting the emphasis on social reform and was actually 
moving backward toward the nineteenth century in its fiscal, social 
and land-reform viewpoints. Countless examples existed to show 
that the guidelines would not be respected. 

As a good politician, Senator Gore must have known that his 
benchmarks or stipulations could have no effect on implementa- 
tion of the program which he chose to support with a blank- 
check appropriation, and that if anything, in allowing the voters 
to think that the Administration was actually planning to operate 
within guidelines of this kind, he was contributing to confusion 


in the minds of those who must pay the bills. Even Time Maga- 





1 Congressional Record, May 9, 1961, p. 7130. S. 1827 was introduced 
to provide more meaningful assistance. 
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zine comprehended that ‘a too literal application of Gore’s 
benchmarks would presumably bar aid to every Latin nation.” 
And that “on the basis of good intentions and a demonstrated 
struggle to put their affairs in order,” only half the countries 
could hope to qualify.” And that “if these were the only de- 
terminants, half of Latin America’s twenty nations would be out 
of luck.” * It might have been better for individual Senators 
or for the Senate as a whole to make a stand on principle. 

But in the face of the disaster in Cuba, even men like Senator 
Humphrey, who had answered Eisenhower’s original appeal for 
the authorization with the wise reply that “One cannot solve the 
problems of the world with money . . . This business of writing 
out a check every time we get in trouble is but a further example 
of a rich man trying to pay for his grief and trouble with a 
checkbook” apparently felt that no obstructions must be put in 
the path of the loosest possible distribution of the new fund to 
Latin America in the quickest possible fashion. 

Senator Gore’s speech is taken from Congressional Record, 
May 9, 1961, pp. 7129-7131. 


Mr. President, the act of Bogota is a document of far-reaching implica- 
tions. Conceived with vision and understanding, it must now be imple- 
mented. Today, we are taking a first step in putting some muscle on 
the skeletal framework of this act. 

The act of Bogota at long last recognizes the realities we face, and have 
for a long time faced, in Latin America. All too often in the past we 
have undertaken programs which have actually reinforced the tragic 
conditions which have thwarted real progress there. 

I hope we are not under the impression, as has been the case so 
often in the past, that we can cure our Latin American problems by mak- 
ing large gifts or soft loans of money. As a people, we are prone to 
rush pellmell into critical situations with large sums of ready cash. In the 
present instance we are on more sound footing, provided we fully under- 
stand, and provided we are prepared to follow the guide lines laid 
down by, the act of Bogota and by the act of the U.S. Congress of 
September 8, 1960, which authorizes the appropriation we are now 
considering. 

In countries—and there are many in Latin America—where the privi- 


* Time, May 19, 1961, p. 19. 
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leged rich daily become richer, and the poor masses remain poverty stricken 
and miserable, where illiteracy continues virtually unimproved, where 
housing is in all too many instances wretched, where governments are 
more interested in maintaining the status quo than in improving the lot 
of those at the base of the economic and social pyramid, where taxation 


according to ability to pay is entirely foreign in concept, where monetary, 
banking and credit systems are so archaic that interest rates are too high 
to permit legitimate economic expansion, no amount of money spent by 


the United States can be effective. 

At best, foreign aid can be but peripheral. At best, foreign aid can 
truly be helpful only if it spurs the kind of social and economic develop- 
ment that will provide a foundation for progress by the people. We are to- 
day appropriating, in addition to the funds specifically earmarked for the 
rehabilitation of Chile, $500 million for the new programs outlined in the 
act of Bogota. This may sound like a great deal of money; and, indeed, 
it is. But when measured against the almost overwhelming problems of 
our Latin American friends, we find that it amounts to only about $3 for 
each person in Latin America. Therefore, unless this money is properly 
spent, it will amount to very little benefit, if any. If it is properly spent, 
however, it can act as a catalytic agent to start a beneficial chain reaction 
throughout this hemisphere. 

For altogether too long we have dealt with the existing governments 
and institutions of Latin America, often to the detriment of the majority 
of the people of the affected countries. Now we are to establish programs 
by this act, by the act of the Congress of 1960, and in accordance with 
the terms of the act of Bogota, which directly affect the aspirations of 
the people. 

For all too long we have followed a “trickle-down” theory in foreign 
aid. We rejected this concept domestically at least 30 years ago, and, 
for the most part, 50 years ago. 

This new approach today does not bypass governments. Obviously the 
governments of the host countries must cooperate. Indeed, they must 
wholeheartedly enter upon this self-help program if it is to be beneficial. 
But the benefits of this new approach will inure, if our aims are fulfilled, 
directly to the masses of the people. At least, this is the design. We 
must see to it that the design materializes. Otherwise the program should 
be stopped in any country that fails in social and economic improvement. 

Mr. President, this is truly a bipartisan program. The act of Bogota 
was accomplished during the Eisenhower administration, as was the 
authorization act, which made possible today’s appropriation. Therefore 
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we can approach this problem, and we can hope for this new venture, 
unitedly. 

I hope every Member of Congress and all the peoples of the Americas 
will recognize that we are embarking on a truly revolutionary program. 
This program is designed to promote change, not to reinforce the status 
quo. This program will not work unless those affected, especially the 
wealthy and socially elite, are willing to accept the change. The pro- 
gram might do more harm than good if the host governments seek to 
obstruct the basic changes sought by the program. 

Many countries in Latin-America need tax reform, need to adopt and to 
enforce the principle of taxation according to ability to pay. In many 
of these countries the tax system, instead, is highly regressive, rather than 
progressive; and enforcement of a progressive tax ._program is just as 
important, and just as necessary, as its institution. 

Many of these countries need land reform to liberate the peasant from 
the control, political and social, as well as economic, of a few land- 
holding families. 

Many of these countries lack even rudimentary credit machinery, and 
their monetary and credit policies are such that inflation and exorbitantly 
usurious interest rates go hand in hand. 

Education for the masses is too often lacking altogether. 

Housing, health, and sanitation measures are deplorable. 

I have seen some of these conditions, and I have observed the social, 
economic, and political repercussions. 

It is upon these unfortunate conditions that the Communists play; 
and let us be warned that there is a tight core of well organized Com- 
munist machinery in almost every Latin American country. 

The principal danger of the success of communism in achieving 
complete seizure of Cuba is the example it provides. It is to remove the 
conditions upon which communism feeds that the Congress and the 
administration are today supporting this program. 

A few weeks ago I had the privilege of going to Mexico, our great 
neighbor, ai a member of a congressional delegation, to meet with a 
delegation of the Mexican Congress. I met and talked with many 
people, both in and out of government. The people were most hospitable 
and friendly, but I was unprepared for their sympathy for the Cuban 
revolution, or their toleration of Castro and his subversion of the stated 
aims of the Cuban revolution. 

I did not hear one Mexican, citizen or official, high or low, express 
opposition to Castro's efforts to liberate the Cuban people. I heard wide- 
spread sentiment against Yankee exploitation. Indeed, when the Mexican 
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people see a factory owned by a United States company exploiting men, 
women, and children, under working conditions and at wages and at 
hours which we would never tolerate at home, this is Yankee imperialism 
as they see it. They do not see a farmer toiling faithfully and loyally 
on the plateau of Idaho, not a small businessman in Tennessee or 
Arizona. 

In some way we must require our businessmen and business institutions 
operating abroad to conform their conduct to our national interest. 


I do not wish to leave the impression that all businessmen set a bad 
example. Indeed, I found in Mexico, as I found in other counties, 
American business institutions which have an enlightened policy, a social 
consciousness, which are popular with the people. There are some 
whose activities deserve our special attention, such as the ‘‘freebooters,” 
the true exploiters. 

. heard complaints about lack of credit and high rates of interest 
being charged by banks and other lending institutions. Some of this 
is blamed upon the United States, perhaps unjustly in most instances. 

Upon my return, I took up this question with the president of the 
First National City Bank of New York, because his bank operates many 
branches throughout Latin America. The president of the bank was most 
cooperative. I wish now to express publicly my appreciation for this. 
I have privately done so already. 

This bank makes loans at 12 percent interest in Mexico and up to 191/, 
percent interest in Chile. Of course, these posted rates do not begin 
to tell the whole story. As the August 1960, newsletter of the First 
National City Bank states: 


It must be borne in mind that money is frequently scarce at the bank’s 
minimum rates. Most borrowers able to obtain funds must pay higher 
rates. In many countries, there are commissions and other arrangements 
which increase the cost of borrowing. The effective interest costs thus 
are generally higher than the rates shown in the table; for a number of 
countries the posted rates are, in fact, nominal. 


Mr. President, if the subsidiaries of American banks charge high 
interest rates by our standards, the rates charged by Mexican banks will 
be indeed shocking. 

I learned of business loans by Mexican banks at 34 percent interest. 


No economy can support genuine social progress under these conditions. 


These conditions are stifling to the economy and stultifying to social 
progress. 

One of the best ways to start this new program is effectively to encourage 
the governments of the host countries to make needed reforms. If such 
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reforms are not made, we had better not extend credit and not expend 
U. S. Government aid funds in those countries. 

Fortunately, the guidelines are laid down in the authorization act. Per- 
haps they are not rigid enough, but the meaning and the intent are, 
I believe, clear. I hope they will be rigidly followed. 

The administration has given assurance that the guidelines laid down 
in the act last year will be followed, and that it is not intended to com- 
mit funds for these social development projects until the governments 
which are to be beneficiaries have given evidence of their determination 
and ability to carry through essential institutional and legislative changes. 

I want the administration to understand that the Congress, and par- 
ticularly the Committee on Foreign Relations, will keep a close eye on the 
administration of the program, insofar as I can accomplish this. I believe 
other Senators share this view. 

No projects whatsoever should be undertaken in countries ruled with- 
out essential democratic tenets. 

No project should be undertaken in any country in which there are 
oppressive interest rates and adequate credit machinery is nonexistent, 
unless steps are being taken to overcome these deficiencies. 

I would not impose a rule of perfection. A proper start, with good 
will and intent, is important in some countries. The ability to carry 
through, and the determination and dedication to achieve change, to ac- 
complish an enlightened social objective are necessary. 

I hope it is clear to the Kennedy administration and to all govern- 
ments of Latin America that we have indeed undertaken a truly new 
departure. We are not supporting the status quo. We are deliberately 
seeking to promote change, to promote a social revolution—a_ peaceful 
revolution but nevertheless change—as rapidly as we can accomplish 
it throughout Latin America. We must do this if we are to avoid other 
Castros. 

We can be on the wave of the future only if we act wisely and de- 
terminedly. We cannot be on the wave of the future if we continue 
to ignore the hopes, aims and aspirations of the masses of the people 
of Latin America. We cannot hope to be on the wave of the future if 
we support the status quo and if we overlook the misery of the masses 
of the people. If we continue to ignore those hopes, aims and aspirations, 


no amount of money expended in Latin America or anywhere else on 
military and economic programs will be of the least assistance in the long 
run either to the recipients or to the United States of America in the cause 
of freedom. 

In order to illustrate this I have prepared a bill to implement these 
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intentions on my part. I introduce, for appropriate reference, the bill 
to amend the authorizing legislation for the Latin American aid program. 
It spells out pretty well the restrictions I have in mind. 


THE WILLIAMS AMENDMENT 


Epitor’s Note: While the professional “liberals” and the pro- 
fessional Latin Americanists and the professional junketeers were 
rushing H. R. 6518 through the Congress in order to enable the 
flow of funds to begin, a conservative Republican, Senator John 
Williams of Delaware, quietly asked that safeguards be intro- 
duced with respect to interest rates lest the new fund become 
merely a new source of enrichment for usurers in Latin America, 
and as such a method of defeating the very purpose for which 
the hard-earned treasure of the U. S. was being depleted. His 
contribution was the Williams Amendment, providing that ‘‘the 
funds herein appropriated shall not be available to be loaned 
or reloaned at an interest rate in excess of eight per centum per 
annum.” Under his vigorous prodding, the shamed “liberals” 
joined in a unanimous vote for the Williams Amendment. 


But the fight was not yet won. The State Department was 
insistent that any obstruction of this kind might slow the flow 
of money into Latin America, and it did not intend to have this 
new tool of foreign policy destroyed merely to assure a better 
image of the U. S. (something other than that of a ‘‘shylock 
exploiting the people by allowing our money to be lent at 20%%"’), 
or merely to assure success of the social reform program. The 
good-neighbor relationship was collapsing, and the ill-fated 
mounting of the invasion of Cuba under White House direction 
made it imperative that the State Department have funds which 
it could apply loosely to the mobilization of the support of gov- 
ernments in Latin America, of whatever stripe and inclination. 

The House balked at the Senate amendment under the insistence 
of the State Department and the White House that the amend- 
ment be killed. The Senate refused to budge. Finally, the Con- 
ference committee brought in a substitute amendment, which 
provided that ‘‘the funds herein appropriated shall not be avail- 
able to be loaned or reloaned at interest rates considered to be 
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excessive by the Inter-American Development Bank or higher than 
the legal rate of interest of the country in which the loan is 
made.” 

Senator Williams immediately and correctly perceived that the 
new amendment would open the door for usurious interest rates 
to be charged on funds of U. S. origin, and said that “I do not 
understand how the State Department feels that it can make 
friends in Latin America by taking American taxpayer dollars 
and turning them over to a local group in those countries and then 
allowing the group to charge 12, 15 or 20 percent in interest, 
pocketing the difference between the rates and the five percent 
they will pay.” He warned that “we will end up severely con- 
demned by these people who must borrow this money. If that 
is done, the little borrower will be exploited, and the exploita- 
tion will be done in the name of the United States of America. 
The people who will get the larger loans in those Latin American 
countries are already protected. It is the little people, those who 
will get the small loans, who will be charged the high rates of 
interest.” 

Again, however, the pressure from the White House and the 
State Department proved too much for those who believed that 
social reform was the objective of the new fund, rather than 
that it was a fund to support particular governments and particu- 
lar groups who might be the foci of power at the particular 
moment in given countries. In the final vote, the Williams 
Amendment was beaten in favor of the measure to permit usurious 
rates of interest on U.S. social-reform funds. 

Reprinted below from the Congressional Record, May 9, 1961, 
p. 7137, is Senator Williams’ explanation of his original amend- 
ment: 

Mr. President, I should like for the RECORD to show that this is a 
ceiling and not a suggested interest rate. The RECORD should also show 
that even 8 percent will represent a substantial reduction as compared to 
existing interest rates in many countries involved. In many of these 
countries the interest rates today are from 10 to 12 percent, and in some 
they are as high as 20 to 25 percent. 

I understand that some of the housing loans being financed by the 


Government under other programs provide interest rates as high as 14 
to 15 percent. 






GOVERNMENT DOCUMENTS 87 


If this amendment is adopted it will mean that the assistance being 
furnished by the U. S. Government under the terms of the bill will go 
to the people themselves. I think it is very important that the administra- 
tion accept this 8 percent rate, not as a suggested interest rate, but 
as a ceiling on the interest rate which can be charged. If we are to 
assist these people at all with American taxpayers’ money, it is very 
important we make sure that our assistance go to the people of the 
country and not to a group which can use it to exploit these people, as 
has been done very often in the past. 

Certainly, when someone buys a farm or a $5,000 home and has to 
pay an interest rate of 20 to 25 percent it will actually mean that every 
4 or 5 years he will pay for the home without owning it. 

When the U. S. Government puts up its money and cooperates with 
such practices we will lose rather than make friends. 

I believe it is very appropriate that we should put a ceiling on the 
interest rate; and, as I said before, I want the administration to accept 
it as a ceiling and not as a suggested rate. 

It should be pointed out that under the amendment the rate will be 
applicable on the funds appropriated under this section of the bill. It 


does not cover any other bill. It will, however, cover money appro- 


priated under this section of this bill whether in the form of dollars or 
in the form of the local currencies of the respective countries obtained with 
these dollars. In other words, the ceiling on interest rates would cover 
all loans which are generated under the bill as a result of this $500 mil- 
lion appropriation. 

Reprinted below from the Congressional Record, May 18, 1961, 
p. 7778 is Senator Williams’ final and unsuccessful defense of his 
amendment against the version which was finally accepted by the 
Congress: 

Mr. President, I wish to call one example to the attention of the 
Senate in connection with what has been happening or what will happen 
unless we keep this amendment. This information was furnished to me 
under date of May 11, 1961. 

A part of our loans will be financed through the Peru Mutual Savings & 
Loan Association. That association plans to furnish mortgage loans to 
home borrowers at 10 or 12 percent interest for a term of from 5 to 20 
years. The average sized loan is $2,700, limited to a $5,000 ceiling. 
Why charge the fellow who has a $2,750 mortgage 12 percent interest 
in the name of the United States of America when the United States 
will not get back either the principal or the interest? Why do we not 
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create some good will as has been suggested so often? We are being 
identified with a group which oftentimes exploits its own people. 


I call attention to what would happen in Paraguay even if we adopted 
the proposal of the Senator from Vermont (Mr. AIKEN), which cer- 
tainly is better than no proposal; namely, that we would insist that the 
money be loaned at a rate not to exceed the legal rate of interest in those 
countries. In Paraguay, that would be 12 percent. We would be charg- 
ing the small homeowner, the small farm operator, of the small busi- 
nessman 12 percent interest even under that restrictive provision. Yet 
we find in the same country, Paraguay, an operation which by being 
large enough does not have to go through this lending process. I refer 
to the International Products Corp. which owns 2.4 million acres of land, 
including forests. It owns 568,000 fenced acres which support a herd 
of 65,000 head of cattle and horses. That corporation operates the 
country’s largest packing plant. 

We lend that outfit $2,600,000 at 514 percent, even though it has 2.4 
million acres of land and 568,000 fenced acres. Yet here we are asked 
tq reject a proposal which would put a ceiling of 8 percent on the 
money which is going to the small home owner and the small farmer 
in that same country. In my opinion the 8 percent is too high, but the 
man who does not own such a farm will never get one paid for at an 
interest rate of 12 or 15 percent. 

Yet we are being asked here today to reject an amendment which 
would, correct this situation and to put our stamp of approval upon 
these usurious rates. 

I will not be a party to such an arrangement. 

Let us stop kidding ourselves. Consider it carefully. To reject this 
amendment is an open endorsement of the old feudalistic system at its 
worst. 

I think it would be better to defeat the bill in its entirety and not to 
go through with it than to siphon our money through a group which in 
turn will lend our money, in the name of the United States of America, 
at rates of 12, 15, or 18 percent interest. We will be damned for help- 
ing this group exploit these people. 

I emphasize again that while interest of 12 percent or 15 percent 
will be paid by the borrowers in those countries we will be paid, in turn, 
only 5 percent. A local group in these countries will pocket the profit. 

I have a list of a long series of loans made by this country at 41/4 
percent; yet we are allowing that money to be relent at 12 to 15 per- 
cent. This has got to stop. 

All the Williams amendment did was to provide that this money, 
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which is money from the United States of America, not be used to 
exploit the people of these countries. It provides that they cannot 
be charged interest rates in excess of 8 percent. Certainly even 8 per- 
cent is a high charge on a mortgage. It is higher than I want to go. 
I emphasized in the beginning that 6 percent should be the ceiling. 
Frankly, I think if the rate of interest were to be lowered, that would 
create more good will than gifts. 

We must not let the people of the countries which will be the recipi- 
ents of our money get the opinion tha tthe United States of America 
is a “Shylock” and out after the last bit of interest he can charge. And 
I have emphasized before we are getting the blame, but we are not 
even getting any return for our generosity. 


THE EFFECT OF THE INVASION OF CUBA 


Epiror’s Note: No man in the Congress has done as much 
as Congressman Otto E. Passman to hold down the foreign-aid 
programs to reasonable proportions. As chairman of the sub- 
committee on Foreign Operations, Passman has been a tremen- 
dously able figure in a Congress inclined to yield to the Executive 


without serious or effective challenge of data and proposals 
submitted. 


During the hearings on H. R. 6518, Passman pointed out that 
the authorization for the fund (later to be known as the Castro 
Bonus) had cleared the Congress only after the chairman of the 
House Foreign Affairs Committee had pledged that ‘‘Any re- 
quests submitted to the next Congress would be based on a 
carefully worked out program and would only be for such 
amounts as may be fully justified . . . Both the authorizing com- 
mittees and the appropriations committees will have a look at 
the program next year and every project must be justified.’” In 
the course of hearings that take up some 250 pages of closely- 
printed material, one observation crops up continually from mem- 
bers of the committee: “This committee has not received any de- 
tails of the projects that are the subject of this appropriation. 
There has been no justification of the proposed appropriation.” 

Congressman Passman put it flatly: “Those of us who have 
read the presentations which were made to obtain an authoriza- 
tion and who have read the statement of the chairman of the 
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Foreign Affairs Committee on the floor of the House about this 
matter, are of the opinion that they obtained an authorization 
from the weakest type of justification. The justification being 
presented for an appropriation is certainly no stronger.” 

No one attending the hearings on H. R. 6518 or reading the 
text of the hearings could have suspected that the appropriations 
measure would go through the House of Representatives virtually 
unchallenged. But the Cuban disaster gave the Executive branch 
of the government a weapon to hold over the head of every 
congressman. Even though the disaster was a consequence of 
errors by the Executive branch itself, it served to prevent any 
serious examination by the Congressmen of the bases of the new 
program and any scaledown by reason of a lack of justification, 
lest the label ‘‘unpatriotic” be applied to the Congress. This was 
panic legislation, the worst type of legislative irresponsibility with 
which to launch a program intended to last a generation and to 
bleed the U. S. taxpayer very freely. 

Reprinted below are excerpts from the hearings before the 
House Appropriations Committee indicating the flavor of the 
reaction of Congressman Passman (and with him that of most 
of the others present) to Executive testimony. It is followed 
by the speech Mr. Passman made a week after the Cuban inva- 
sion effort, in support of quick passage of the measure in the 
form desired by the Executive branch. 

Mr. Passman: “It is going to be very unfortunate on your part and every 
other witness if you come before this committee expecting it to ap- 
propriate $500 million unless there is sufficient justification. You 
have not detailed the information as you told the Foreign Affairs 
Committee you would last year. I am not going to respond to the 
“rush act”, not necessarily from your side. You would think the 
world would come to an end if this were not reported out in the 
next few hours. We do not intend to yield to pressure and rush 
this through without adequate hearings.” (pp. 52-53). 

Mr. Passman: “They (the Latin American countries) waited 200 years or 
longer for the money. The record speaks for itself. There has been no 
justification on projects and programs and ultimate cost. There has 
been nothing specific. I am in sympathy with this program but I do 
not think the world would come to an end if this is delayed long 
enough for a firm agreement to be entered into and for the nations 
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themselves to pass legislation implementing their share to the point 
that we can get off on this long-term expensive program on a sound 
foundation, and not on a slipshod basis. You do not agree it is 
slipshod. You believe we could recommend the money without 
justification contrary to what was promised by the chairman of the 
Foreign Affairs Committee. He said specifically you would detail 
it.” (pp. 183-84). 

Passman: “I am going to prove by Cabinet rank if I have to that 
you do not need the $106 million ( the portion supplementing the 
$394 million to be handed the Inter American Bank as its share 
of the $500 million operation). The Secretary of State is not 
the only cabinet member. I can assure you that if you go to the top 
level, you will find out that they are willing to defer it. It is not 
actually needed.” (pp. 64-67). 

‘. Passman: “You are asking in effect for a blank check.’ (p. 103). 

'. Passman: ‘We are going into a twenty-five year program perhaps to 
cost many billions of dollars. If we cannot get this started off on the 
right foundation, I do not think the American taxpayers will support 
you very long. You are asking for a blank check. You are doing it 
on broad generalities and so far as specifics, they are not there. We 
actually do not know.” (p. 172). 

. Passman: “You have the books filled with these imaginary needed 
amounts. But on the $500 million, if the Congress in its wisdom 
should make adjustments would the whole thing fall apart? . . 

I do not like the idea of a rubber stamp or blank check operation.” 
(pp. 184-85). 

Passman: “You cannot pinpoint one single project that has been 
firmed up to the point of a contract or agreement, or give the posi- 
tive estimated cost including the first allocation and the ultimate 
cost . . . So we must consider it on the basis of sympathy rather than 
facts. We do not have any facts...” (p. 224). 

. Passman: I want to repeat. I do not see anything but just the fact 
that it is based upon faith and assurances that it will be well handled. 
This process will be a complete departure from the assurance given 
by the chairman of the Committee on Foreign Affairs as to how it 
would be handled. You have no firm justifications for the money.” 
(p. 232). 


, 


Reprinted below from the Congressional Record, April 25 
1961, p. 6243-45, is a speech with which Mr. Passman opened 
the Administration’s appeal for quick passage of H. R. 6518.. 
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The only important development from the time of the hear- 
ings to the time of this speech was the Cuban fiasco. 


It is my privilege and responsibility as chairman of the Foreign Opera- 
tions Subcommittee on Appropriations, to report, support, and explain 
the bill which is now before the committee for consideration, and which 
is being reported without the customary detailed justifications. In making 
recommendations for the funds requested at this crucial period in 
the history of our great Nation, I, myself, have acted in hopes that, 
in this particular instance, the end will justify the means. There comes 
a time when the exception must be made, and this appears to be such 
a time. 

However, I question whether bringing out this bill without the cus- 
tomary detailed justifications for funds will qualify me for any special 
commendation. 

Mr. Chairman, we should be thankful that we are a wealthy Nation, 
that we are a benevolent and peace-loving people. By our desire to live 
peacefully and respect the rights of our fellowman throughout the world, 
and through our system of government and free enterprise economy and 
our devotion to the duties of citizenship, along with hard work and 
sacrifice, we have become the greatest, the freest, and the wealthiest 
nation on the face of the earth. So, let us truly and humbly thank 
our Heavenly Father for blessing us so abundantly. 


Those of us who have lived near our good neighbors south of the 
border, as I have done throughout my lifetime, appreciate their friend- 
ship and their hope for solidarity in the Western Hemisphere. There- 
fore, we support their desire to build economic strength and stability 
for themselves. Our Nation certainly desires to improve the quality 
of our cooperation with our friends and neighbors toward a goal of a 
better and fuller life for the people of all the American Republics. 

In that connection, and I earnestly hope toward attainment of that 
worthy goal, let me summarize briefly, and comment concerning, the bill 
before us. 


On January 18, 1961, President Eisenhower submitted a request for 
funds in the amount of $500 million to implement sections 1 and 2 of 
Public Law 86-735—generally known as the Latin American program. 
President Kennedy subsequently reaffirmed the request for funds on March 
14, and on that date also requested $100 million, authorized by sec- 
tion 3 of Public Law 86-735, to assist in the reconstruction and rehabili- 
tation of those areas of southern Chile which were devastated by a series 
of natural catastrophes in May of 1960. 
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Testimony presented to the committee in support of the $500 million 
program indicated that if the estimate were approved it would be allocated 
as follows: $394 million to the recently established Inter-American De- 
velopment Bank for the creation of a revolving fund for the making of 
loans—generally repayable in the currency of the borrowing country— 
in the fields of rural living and land use, housing, and water supply and 
sanitation, in keeping with the Bogota Agreement, consummated in Sep- 
tember of 1960; $6 million to the Economic and Social Council of the 
Pan American Union, which is the executive arm of the Organization of 
American States, for promoting economic and social progress through 
field studies of basic problems and for assisting in the development of 
national programs to be undertaken by our Latin American neighbors 
in meeting the criteria of the Act of Bogota; and $100 million to the 
International Cooperation Administration, primarily for grants in the 
fields of public health and education. 

With respect to the $394 million, under present plans, the Bank w ould 
approve specific loan proposals for projects in the fields of land reform, 
housing, and sanitation which meet the criteria of the Act of Bogot, 
and repayments by the borrower would be credited to the revolving fund. 
Testimony indicated that there is very little likelihood, if any, of any 
portion of the $394 million ever being returned to the U. S. Treasury. 

Testimony also indicated the allocation of $100 million to the ICA 
would be spent, primarily on a grant basis, on projects in the fields of 
health and education. However, officials of the executive branch were 


unable to tell the committee in what countries, what projects, give precise 
estimates of cost, or any other data of the type and in the detail normally 
required to be furnished by the U. S. Government departments and 
agencies in budgetary justification of projects and activities in the United 
States. However, under the unusual existing circumstances, the com- 
mittee recommends resolving the proposition, in this particular instance, 
in favor of the full budget request. 


I should make it clear that testimony presented to the committee 
indicated the very strong probability that the recommended appropriation 
is the initial funding of a long and expensive program. And I should 
say also that the committee cannot stress too strongly to the House 
and to the administration that in the future any requests for appropria- 
tions be justified with facts and data. 

The committee also considered an estimate of $100 million to finance 
a portion of the cost of reconstruction and rehabilitation of the southern 
area of Chile, which suffered a series of natural disasters in May of 1960. 
The committee recommends $100 million, the amount of the estimate, 





94 INTER-AMERICAN ECONOMIC AFFAIRS 


which, according to assurances in testimony to the committee, is to be in 
some form of a loan to the Government of Chile. 

At this point, Mr. Chairman, should we not admit, however, that 
we have been too quick and too free in giving away the wealth of 
America, and that the time has finally come for a substantial reduction 
in the annual cost of the foreign aid program? Some of us recognize 
that many of the employees in the mutual security program, and some 
highly placed officials, are arrogant, uninformed about the program, and 
inclined to hold the Congress in contempt, when we, as the people's 
Representatives in the Congress, push them for information on the world- 
wide spending program. Maybe this is true because our normal processes 
call for detailed justifications on their money requests; but, nevertheless, 
this condition should not prevent us, in this particular situation, from 
initiating this program to assist our friends and neighbors south of the 
border. 

It may well be that these same officials, and I hope not with the blessing 
of the present administration, will again attempt to get the foreign aid 
program on a permanent basis. If this happens, what degree of con- 
trol the Congress now possesses over this complicated program may be 
lost. So, please, I urge you to be alert and prepared to sacrifice your 
time and talent to keep the foreign aid program from being placed on 
a permanent basis, with the back-door spending approach. 

Let us be ever mindful that the total number of employers in the 
mutual security program now approaches 50,000, and doubtless most of 
them are ambassadors for more and more aid. To get this program on a 
permanent basis would so entrench them that the foreign aid program 
would become as permanent a part of our Government as, maybe, the 
Commerce Department. The drive to put this program on a permanent 
basis is of relatively recent origin. I want to suggest, however, that it 
would take an unusually good story to convince calm thinkers that, after 
15 years and $100 billion, we have to do the whole thing over in a 
different way. 

Mr. Chairman, in my candid opinion, and recognizing the need for 
assistance to our neighbors, I believe that the Congress at this time would 
be wise to make an exception in this case and support the bill before us, 


so that work may get underway and the numerous illustrative programs 
envisioned by the executive branch may become, we hope, accomplish- 
ments in reality. Inasmuch as the witnesses before the committee ad- 
mitted that something entirely different from these illustrative programs 
may be substituted in their final plans, we did not place in the record the 
examples which were mentioned. 
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We hope that our friends in the executive branch will not interpret 
this act on the part of the Congress as establishing a precedent, or as 
establishing criteria, for future appropriations for the complicated overall, 
worldwide spending program. If they should be erroneously laboring 
under such an impression as that, let us serve warning to the contrary. 
Obviously, the subcommittee could have reduced the appropriation request 
by a majority vote if we had seen fit to do so. The full committee, in 
my opinion, would have supported the subcommittee; and, in all prob- 
ability, this House would have supported this action. But, as previously 
stated, there comes a time when the exception to the rule should be made, 
and this, I believe, is such a time. However, if this administration should 
believe that the committee and Congress will pursue such a course as this 
in the future, they may wind up disappointed. 

Now, may I say that we are not bringing this bill out under any 
misapprehension. President Eisenhower asked for an authorization and 
later an appropriation, and President Kennedy made a similar request 
and promised that the funds would be forthcoming. He agreed with 
President Eisenhower that it was time to get underway with this long- 
range cooperative program for our friends and neighbors south of the 
border. 

Yes, Mr. Chairman, it is true that the chairman of the great Commit- 
tee on Foreign Affairs made certain specific promises in debating the 
authorization last August. In order to avoid any misunderstanding on 
these points later today, I quote the chairman: 

Mr. MorGan. Any request submitted to the next Congress would be 


based on a carefully worked out program and would only be for such 
amounts as may be fully justified. 


Further, the chairman stated, and I quote: 

Both the authorizing committees and the appropriation committees 
will have to look at the program next year, and, as I just said, every 
project must be justified. 

I trust that the able chairman of the Foreign Affairs Committee will 
not now insist, under present circumstances, that his commitment be 
adhered to, and that he will join with the committee in yielding on 
this particular request. 

I would like to quote also from the statement of a witness attempting 
to justify the funds. My question: 

Mr. PassMAN. Anything you come up with would be in the form of 
a guess? 

Mr. McPHaIL. We have not entered into any agreement. 


Mr. PAssMAN. It would be in the nature of a guess, would it not? 
Mr. McPuaiL. An informed guess. 
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Another example—and I quote my question and reply: 


Mr. PassMAN. What you said was an example of what projects could 
be, and also that you might not carry out the examples. You might 
abandon them in their entirety, and something else might be sub- 
stituted for them. You may elaborate as much as you please. You 
could not pinpoint one single project that has been firmed up to the 
point of a contractor or an agreement, or give the positive estimated 
cost, including the first allocation and the ultimate cost. Is that correct? 

Mr. GorDON. That is right. 


Mr. Chairman, this lack of justification to the committee would war- 
rant a postponement of the action we are recommending today; but, 
I repeat, certain circumstances as indicated by our President and others 
in top positions of our Government justify, in my opinion, this special 
exception. May I say, at this point, Mr. Chairman, that if the time 
should ever come when I could not condition my mind to accept the 
wisdom of higher authority in such matters as this, when I am convinced 
that such an exception is of urgent importantce, then my services would 
be of no real value to my country. 

I recognize the possibilities this exception gives to energetic business- 
men to siphon off, through profits, a good part of these funds—they 
believing, of course, that their goods and services exceeded the price 
received. Therefore, we must request that the administration be very 
prudent and careful in administering this huge sum of money which we 
are recommending for appropriation without the regular justifications, 
and ride herd on certain embedded bureaucrats whose honest ignorance 
of the program and arrogance and holier-than-thou attitude have cost 
this Nation billions of dollars. 

It may well be if the executive branch would keep to a minimum 
its interference with the work of this subcommittee, we could do our 
job much better. Interference from the executive branch on this bill 
had gone so far that a member of the committee respectfully requested 
that the executive be informed to leave us alone so we could deliberate 
in an atmosphere of calmness and freedom. Most of us subscribe to a 
true saying: ““A man convinced against his will is of the same opinion 
still.” 


Mr. Chairman, my request for the membership’s support on this par- 
ticular bill does not mean that I have retreated from my stand against 
bringing under control excessive foreign aid spending or that I have 
capitulated to pressure. I am supporting the exception in this par- 
ticular instance with the hope that the end justifies the means. 





